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WEDNESDAY,  28  JANUARY   1976 

U.S.  Senate, 
Committee  on  Banking,  Housing  and  Urban  Affairs, 

Subcommittee  on  Financial  Institutions, 

"Washington,  D.C. 

The  subcommittee  met  at  10 :05  a.m.,  in  room  5302  of  the  Dirksen 
Senate  Office  Building,  Senator  Thomas  Mclntyre  (chairman  of  the 
subcommittee)  presiding. 

Present :  Senators  Mclntyre  and  Stevenson. 

Senator  McInttbe.  The  subcommittee  will  come  to  order. 

Today  the  subcommittee  is  beginning  its  inquiry  into  the  issue  of 
regulating  foreign  banking  in  the  United  States. 

The  subcommittee  has  before  it  for  its  consideration  S.  958,  the 
Foreign  Bank  Act  of  1975,  submitted  by  the  Federal  Reserve.  I 
think  the  subcommittee  will  be  well  advised,  however,  to  focus  on 
the  general  issues  presented,  without  unduly  limiting  ourselves  at 
this  time  to  any  specific  legislative  determination. 

In  my  opinion,  the  threshold  question  is  whether  there  is  any 
compelling  need  for  any  Federal  legislation  at  the  present  time. 
It  seems  to  me  there  is  a  burden  of  proof  here  which  must  be  met 
by  those  proposing  or  supporting  such  legislation. 

The  subcommittee  itself  has  the  responsibility  to  examine  whatever 
public  policy  considerations  are  legitimately  raised  by  foreign  bank 
activity  in  the  United  States  and  to  then  determine  wnether  Federal 
legislation  is  in  any  way  required. 

For  my  own  part,  I  approach  these  hearings  with  no  preconcep- 
tions. However,  there  are  a  number  of  issues  raised  by  the  bill  before 
us  which  are  directly  related  to  major  inquiries  already  underway 
on  this  committee.  The  committee  is  engaged  in  reviewing  the  current 
regulatory  financial  apparatus  with  a  view  toward  restructuring.  The 
Subcommittee  on  Securities  is  engaged  in  a  comprehensive  review 
of  the  Glass-Steagall  Act.  This  subcommittee  is  engaged  in  a  compre- 
hensive review  of  Federal  branching  policy.  Therefore,  it  would  seem 
more  appropriate  that  these  various  issues  be  addressed  in  their 
proper  context  rather  than  in  the  context  of  legislation  to  regulate 
foreign  banking. 

At  this  time  I  would  like  to  welcome  as  our  first  witnesses  a  panel. 
We  are  putting  you  two  fine  gentlemen  together  in  order  to  expedite. 
Time  considerations  this  morning  are  worse  than  fierce. 

George  Mitchell  of  the  Federal  Reserve  Board  and  Deputy  Secre- 
tary of  the  Treasury,  Stephen  Gardner.  I  want  to  welcome  you  both 
here. 

(l) 
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I  am  sure,  Governor  Mitchell,  you  are  aware  of  the  arguments 
which  certain  subsequent  witnesses  will  undoubtedly  make  in  op- 
position to  a  number  of  proposals  sought  in  S.  958.  Our  objective  at 
the  outset,  therefore,  will  be  to  try  to  raise  some  of  these  objections 
in  order  that  we  may  begin  to  identify  the  issues  and  then  attach 
relative  weight  to  them. 

I  would  ask  you  to  identify  the  other  witness  at  the  table  for  the 
record. 

Mr.  Gardner.  Deputy  Assistant  Secretary  Robert  Gerard  from 
the  Treasury. 

STATEMENTS  OF  GEORGE  W.  MITCHELL,  VICE  CHAIRMAN,  FED- 
ERAL RESERVE  BOARD,  AND  STEPHEN  S.  GARDNER,  DEPUTY 

'  SECRETARY;  ACCOMPANIED  BY  ROBERT  GERARD,  DEPUTY  AS- 
SISTANT SECRETARY,  DEPARTMENT  OF  THE  TREASURY 

Mr.  Mitchell.  Mr.  Chairman,  I  will  be  able  to  shorten  my  re- 
marks and  will  focus  on  the  major  problems  that  you  have  indicated. 

The  first  point  I  would  like  to  make  is  that  banking  in  recent  years 
has  become  a  multinational  business  in  keeping  with  the  growth  in 
international  trade  and  investment. 

U.S.  exports  and  imports  today  are  estimated  to  exceed  18%  percent 
of  U.S.  GNP  Just  i  years  ago  that  relationship  was  only  8%  percent. 
This  is  an  increase  in  the  importance  of  these  activities  of  some  60 
percent.  That  development  has  been  reflected  in  the  operations  of 
U.S.  banks  abroad  and  also  in  the  operations  of  foreign  banks  that 
have  established  offices  in  this  country  to  conduct  their  international 
business. 

The  Board  was  motivated  by  three  basic  reasons  to  recommend 
the  legislation  embodied  in  S.  958.  The  first  and  most  tangible 
reason  is  the  rapid  rate  of  growth  of  foreign  bank  operations  in 
this  country  and  their  increasing  importance  to  the  functioning  of 
our  domestic  money  and  credit  markets  as  well  as  to  international 
flows  of  funds.  The  second  reason  is  the  present  patchwork  system 
of  State  and  Federal  regulation  that  has  resulted  in  illogical  differ- 
ences in  the  regulatory  treatment  of  foreign  and  domestic  banks. 

Finally,  international  banking  operations  are  best  conducted  in 
a  certain  regulatory  environment  that  fosters  long-range  planning 
and  development.  Federal  legislation  providing  national  standards 
for  the  treatment  of  foreign  banks  in  the  United  States  would  make 
for  a  stable  regulatory  environment  in  this  country.  Since  U.S. 
banks  are  leaders  in  international  banking,  it  would  also  contribute 
to  an  emerging  pattern  by  which  foreign  banking  authorities  could 
be  guided  in  their  treatment  of  banking  interest  originating  outside 
of  their  countries.  Such  a  common  approach  would  facilitate  cooper- 
ation between  national  banking  authorities  and  promote  the  develop- 
ment of  international  standards  of  banking  soundness  and  competi- 
tion. 

As  of  September  1975,  there  were  181  foreign-owned  banking 
institutions  in  the  United  States — defined  to  include  agencies, 
branches,  subsidiary  banks,  and  New  York   investment  companies 
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owned  by  foreign  banks — compared  to  some  104  in  November  1972. 
Their  total  assets  have  doubled  from  $24  billion  in  1972  to  $56  billion 
in  1975.  The  data  on  the  overall  growth  of  these  institutions,  while 
impressive,  does  not  adequately  portray  the  increasing  importance  of 
their  impact  on  specific  U.S.  banking  activities. 

For  example,  in  September,  the  U.S.  offices  of  foreign  banking 
organizations  held  $23  billion  in  total  commercial  and  industrial 
loans.  That  amount  was  equivalent  to  a  fifth  of  such  loans  held  by 
the  large  domestic  banks  which  report  weekly  to  the  Federal  Reserve 
—approximately  350  of  the  largest  banks  in  the  country.  As  recently 
as  November  1972.  their  share  of  this  important  market  was  only  an 
eigth. 

The  second  important  activity  of  U.S.  offices  of  foreign  banks  is 
their  money  market  transactions.  In  September  1975,  these  offices 
had  money  market  assets  of  over  $12  billion,  over  half  of  which 
represented  loans  to  and  deposits  with  U.S.  banks.  Included  are  loans 
and  deposits  of  $3.1  billion  placed  with  U.S.  banks  by  the  U.S.  banks 
by  the  U.S.  offices  of  banks  from  continental  Europe.  U.S.  offices 
of  foreign  banks  also  had  substantial  money  market  liabilities  totaling 
$11.7  billion  as  of  September  1975. 

In  September  of  1975  their  gross  claims  on  foreigners  were  $16 
billion  and  their  gross  liabilities  to  foreigners  were  $25  billion.  In- 
cluded in  these  figures  are  net  advances  of  $8  billion  from  their  re- 
lated institutions  outside  the  United  States,  which  advances  are  used 
to  finance  their  U.S.  banking  activities. 

I  think  it  is  clear  from  these  summary  data  that  the  size  and 
growth  of  foreign  bank  operations  and  their  impact  on  important 
credit  and  financial  markets  in  the  United  States  and  their  influence 
on  the  international  payments  position  of  the  United  States  are 
matters  of  national  importance.  Furthermore,  the  size  and  character 
of  these  operations  require  that  they  be  supervised  and  regulated  in 
a  manner  consistent  with  the  supervision  and  regulation  of  domestic 
banks. 

Let  me  turn  next  to  the  current  regulatory  environment  in  the 
United  States.  If  a  foreign  bank  conducts  its  commercial  banking 
operations  in  the  United  States  exclusively  through  branch  or  agency 
forms  of  organization,  it  is  currently  not  subject  to  any  Federal 
regulation,  supervision,  or  examination.  As  detailed  in  the  appendix 
which  accompanies  this  statement,  foreign  banks  conduct  the  majority 
of  their  operations  through  these  forms  of  organization.  The  present 
system  thus  unaccountably  exempts  from  Federal  oversight  those 
operations  that  have  the  greatest  potential  for  affecting  our  Nation's 
economy  and  its  major  financial  markets. 

The  principal  regulatory  advantages  for  a  foreign  bank  in  operat- 
ing through  branch  and  agency  forms  of  organizations  are  the 
following : 

One:  Branches  and  agencies  are  not  legally  subject  to  any  of  the 
reserve  requirements  or  other  regulations  affecting  monetary  policy 
that  are  placed  on  the  operations  of  their  primary  competitors,  the 
very  large  national  and  State  member  banks. 

Two :  Branches  and  agencies  are  not  subject  to  any  Federal  restric- 
tions of  multi-State  banking  and  thus  can  be  established  in  any  State 
that  permits  entry. 
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Three :  A  foreign  bank  maintaining  only  branches  and  agencies  is 
not  subject  to  the  prohibitions  of  the  Glass-Steagall  Act. 
directly  or  indirectly  in  the  United  States  in  any  type  of  nonbanking 

Four:  A  foreign  bank  maintaining  only  branches  and  agencies  is 
not  subject  to  the  Bank  Holding  Company  Act  and  thus  can  engage 
activity. 

Five :  Finally,  branches  and  agencies  are  not  subject  to  any  Federal 
bank  examination,  regulation  or  supervision  of  the  type  carried  out 
by  the  Comptroller  of  the  Currency,  the  Federal  Reserve  or  the 
FDIC. 

The  current  regulatory  framework  has  however,  also  imposed 
artificial  and  outmoded  restraints  on  foreign  bank  entry  into  the 
United  States.  For  example,  foreign  banks  cannot  organize  Edge 
Corporation  subsidiaries  that  enable  large  U.S.  banks  to  conduct 
international  banking  and  financing  operations  in  several  cities.  The 
provision  in  the  National  Bank  Act  that  requires  all  directors  of 
national  banks  to  be  citizens  has  been  a  factor  influencing  many 
foreign  banks  to  organize  State  subsidiaries.  Lack  of  any  provision 
in  Federal  law  for  the  establishment  of  Federal  branches  is  in  sharp 
contrast  with  the  situation  in  most  foreign  countries,  where  foreign 
banks  establish  branches  approved  by  the  national  government.  For 
example,  at  the  present  time,  U.S.  banks  have  about  750  branches  all 
over  the  world.  They  have  about  50  banking  subsidiaries.  Obviously 
the  preferred  form  of  international  banking  operation  is  a  branch 

Finally,  there  is  a  lack  of  availability  of  FDIC  insurance  for 
deposits  and  credit  balances  at  branches  and  agencies.  This  has  proven 
to  be  a  disadvantage  in  competing  in  retail  markets.  It  also  gives 
a  cost  advantage  to  foreign  banks,  since  U.S.  banks  must  meet  FDIC 
assessments  on  similar  liabilities. 

Let  me  turn  now  to  the  major  points  of  the  Board's  proposal. 
There  are  two  goals  involved  in  the  legislation  embodied  in  S.  958. 
The  first  goal  is  the  adoption  by  the  Federal  Government  of  the 
principle  of  national  treatment  or  nondiscrimination  toward  the 
operations  of  foreign  banks  in  this  country.  Second  is  the  goal  of 
establishing  a  comprehensive  system  of  Federal  supervision,  regula- 
tion and  examination  of  foreign  bank  operations  in  the  United  States. 

The  legislation  in  S.  958  seeks  to  implement  the  policy  of  national 
treatment  by  amending  U.S.  banking  laws  to  provide  foreign  banks 
with  the  same  opportunities  to  conduct  activities  in  this  country  as 
are  available  to  domestic  banking  institutions  and  by  subjecting 
them  to  the  same  rules  and  regulations.  Thus,  citizenship  requirements 
for  directors  of  national  banks  are  relaxed.  Foreign  banks  are  given 
an  opportunity  to  establish  Federal  as  well  as  State  branches.  The 
Edge  Act  is  amended  to  permit  foreign  banks,  with  Board  approval, 
to  acquire  Edge  Corporation  subsidiaries.  And  finally,  it  is  recom- 
mended that  the  FDIC  Act  be  amended  to  permit  branches  and 
agencies  to  obtain  insurance. 

We  would  eliminate  Federal  regulatory  gaps  by  amending  the 
definition  of  "bank"  in  the  Bank  Holding  Company  Act  to  include 
branches  and  agencies  of  foreign  banks.  Any  branch,  agency  or 
incorporated  subsidiary  of  a  foreign  bank  with  worldwide  bank 
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assets  in  excess  of  $600  million  would  be  required  to  become  a.  member 
of  the  Federal  Reserve  System,  and  would  thus  be  subject  to  the 
same  kind  of  Federal  monetary  and  Federal  bank  examination, 
regulatory  and  supervisory  controls  that  apply  to  other  member 
banks. 

In  addition,  I  would  emphasize  that  the  legislation  embodied  in 
S.  958  does  not  undertake  to  supplant  existing  State  regulation  or 
to  remove  options  of  State  chartering  or  licensing. 

Turning  briefly  to  the  question  of  grandfathering,  the  grand- 
fathering arrangements  proposed  in  S.  958  have  been  patterned  on 
the  grandfathering  policies  that  the  Congress  has  adopted  in  the 
Bank  Holding  Company  Act.  Briefly,  they  provide  for  permanent 
grandfathering  for  all  nonconforming  banking  and  nonbanking  oper- 
ations^— including  securities  affiliates — established  by  foreign  banks 
on  or  before  the  original  date  of  introduction  of  the  Board's  proposal 
in  Congress — December  3, 1974. 

I  would  now  like  to  turn  to  the  latter  part  of  my  statement  because 
there  are  a  couple  of  points  made  there  that  have  not  been  made  in 
previous  statements  by  the  Board  on  this  proposal. 

In  transmitting  its  proposed'  legislation  to  the  Congress,  the  Board 
indicated  that  its  proposal'  would  not  cover  foreign  bank  operations 
conducted  through  so-called  New  York  investment  companies,  and 
would  not  sDecifically  amend  the  Bank  Holding  Company  Act  in 
order  to  subject  the  several  foreign  bank  shareholders  of  the  Euro- 
pean-American Bank  and  Trust  Co.  of  New  York  to  the  provisions 
of  that  act. 

Investment  companies  organized  under  article  XII  of  the  New 
York  Banking  Laws  have  many  of  the  same  banking  and  financing 
powers  as  agencies  of  foreign  banks.  Seven  domestically  owned  in- 
vestment companies  appear  to  be  primarily  engaged  in  finance  com- 
pany operations;  four  foreign-owned  investment  companies  are  either 
subsidiaries  or  affiliates  of  foreign  banks  and  appear  to  conduct  the 
same  type  of  commercial  banking  operations  carried  on  by  agencies. 

In  excluding  foreign-owned  investment  companies  from  the  cover- 
age of  its  proposed  legislation,  the  Board  was  primarily  influenced 
by  the  fact  that  only  three  such  companies  would  have  been  covered 
at  the  time  it  submitted  its  proposal  and  that  the  New  York  author- 
ities had  customarily  discouraged  chartering  of  these  entities  in 
lieu  of  branch  or  agency  operations.  The  Board  was  also  concerned 
that  any  attempt  to  cover  only  the  few  foreign-owned  companies 
would  be  regarded  as  discriminatory  by  foreign  authorities. 

The  Board  notes  that  since  submitting  its  legislation,  the  New 
York  banking  authorities  have  chartered  an  additional  investment 
company  subsidiary  of  a  foreign  bank  and  have  received  an  applica- 
tion to  organize  another  investment  company  from  a  private  foreign 
bank.  The  Board  understands,  however,  that  the  New  York  author- 
ities are  currently  reviewing  their  policies  on  chartering  investment 
companies. 

The  Board  believes  there  is  a  potential  for  avoidance  of  the  ob- 
jectives of  its  proposed  legislation  if  foreign  banks  can  readily  ob- 
tain investment  company  charterers  in  lieu  of  agency  or  branch 
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licenses.  The  Board  thus  recommends  that  all  future  investment 
companies  that  would  be  chartered  to  engage  in  a  commercial  bank- 
ing ousiness  be  subjected  to  the  same  scope  of  Federal  regulation 
that  has  been  suggested  for  agencies  and  branches  in  order  to  close 
a  potential  loophole. 

With  respect  to  domestic  banks  owned  by  several  foreign  banks, 
the  Board  notes  that,  in  addition  to  European-American,  the  New 
York  banking  authorities  recently  chartered  a  new  bank — UBAF 
Arab-American  Bank — that  will  be  owned  by  a  group  of  11  Arab 
banks,  five  foreign  consortium  banks  controlled  by  Arab  banks, 
and  four  domestic  bank  holding  companies,  the  latter  each  having 
only  a  statutorily  permitted  5  percent  interest.  The  Board  recently 
considered  the  question  of  whether  a  bank  holding  company  was 
being  formed  in  the  organization  of  UBAF  and  determined  that, 
on  the  basis  of  certain  specific  undertakings  made  by  each  of  the 
shareholders  of  the  bank  with  the  Board,  that  a  company  had  not 
been  formed  and  that  an  application  was  not  required  under  the  act. 

The  cases  of  European-American  and  UBAF,  among  others,  how- 
ever, demonstrate  that  the  current  definitions  of  "control"  and 
"company"  in  the  act  do  not  appear  to  cover  certain  multiple  owner- 
ship situations  where  independent  shareholders  might  act  in  concert 
to  control  a  bank,  but  do  not  constitute  themselves  into  a  corpora- 
tion, partnership,  association  or  similar  organization. 

Since  this  consortium  form  of  arrangement  might  become  an 
attractive  vehicle  for  entry  if  branches  and  agencies  of  foreign 
banks  are  subjected  to  Federal  regulation  under  the  Bank  Holding 
Company  Act,  the  Board  recommends  that  Congress  amend  the 
Bank  Holding  Company  Act  to  give  the  Board  jurisdiction  over 
situations  where  independent  shareholders  that  do  not  form  them- 
selves into  a  company,  as  currently  defined  in  the  act,  nevertheless 
act  in  concert  to  control  a  bank. 

Since  the  scope  and  impact  of  any  such  amendment  will  depend, 
to  a  great  degree,  on  the  precise  legal  language  chosen,  the  Board, 
at  your  request,  will  be  glad  to  suggest  an  amendment  to  the  Bank 
Holding  Company  Act  and  to  describe  the  way  in  which  such  an 
amendment  would  affect  the  shareholders  involved.  It  should  be 
noted  that  any  such  amendment  would  apply  to  domestic  as  well 
as  foreign  companies  and  thus  the  Congress  may  also  want  to  con- 
sider such  an  amendment  in  the  context  of  Bank  Holding  Com- 
pany legislation. 

This  Nation's  domestic  banking  system  is,  of  course,  currently 
undergoing  a  thorough  reexamination  by  the  Congress  and  we  at 
the  Federal  Reserve  welcome  this  study  and  are  glad  to  provide 
whatever  assistance  we  may  be  called  upon  to  give. 

It  is  our  belief,  however,  that  the  enactment  of  legislation  regu- 
lating foreign  bank  operations  in  the  United  States  should  not 
await  or  be  made  contingent  upon  the  resolution  of  more  fundamen- 
tal domestic  banking  issues,  such  as  whether  U.S.  banks  should  be 
allowed  to  engage  in  multi-State  operations  or  securities  activities. 

In  our  judgment,  if  foreign  bank  regulation  is  tied  to  such  funda- 
mental domestic  changes,  an  undesirable  end  result  will  be  the  fur- 
ther postponement  of  the  enactment  of  any  legislation  regulating 
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foreign  bank  operations  in  the  United  States.  The  longer  such  leg- 
islation is  delayed,  the  more  difficult  will  be  our  task  in  this  regard, 
since  foreign  bank  operations  will  continue  to  grow,  thus  making 
grandfathering  proposals  less  acceptable  and  increasing  the  likeli- 
hood of  retaliatory  pressures  against  our  banks  abroad.  The  Board 
strongly  recommends  enactment  of  S.  958  during  1976. 

Thank  you. 

Senator  McInttre.  Thank  you,  Governor. 

I  take  it  you  would  like  the  appendix  that  accompanies  your 
statement  included  in  the  record  with  your  statement? 

Mr.  Mitcilell.  Yes. 

Senator  McIntyre.  Without  objection  that  will  be  done  [see  p.  56]. 

You  have  a  seven-page  statement,  Mr.  Secretary,  I  commend  you 
for  that.  Try  to  make  it  as  brief  as  possible,  so  we  can  get  to  the 
questioning. 

Your  appendix  and  statement  will  be  included  in  the  record  in 
their  entirety  [see  p.  219]. 

Mr.  Gahdner.  Thank  you. 

I  will  not  read  the  statement.  I  will  briefly  summarize  it. 

In  many  ways  it  is  similar  to  the  issues  discussed  in  the  Federal 
Reserve  testimony  which  I  read  yesterday. 

I  would  like  to  summarize  it  by  addressing  the  issues  you  put  be- 
fore the  hearing  this  morning. 

Question :  Why  do  we  need  to  engage  in  specific  regulation  of  for- 
eign banks  ? 

I  think  there  are  many  good  answers  to  this,  and  one  most  signif- 
icant answer  is  that  the  regulation  of  foreign  banks  in  the  United 
States  is  very  incomplete  at  the  moment.  It  does  not  match  in  pre- 
cision and  span  the  regulation  that  occurs  in  our  own  domestic 
banks. 

For  that  reason,  and  because  of  that  situation,  foreign  banks  en- 
joy some  specific  competitive  advantages  in  the  United  States  that 
are  not  available  to  domestic  banks. 

No.  2:  The  banking  systems  of  any  country  have  an  unique  role 
in  the  monetary  and  credit  policies  that  are  in  effect  in  any  such 
country. 

This  is  a  well-recognized  principle,  both  here  and  abroad,  and  it 
is  important  that  the  instrument  or  intermediary,  such  as  tbe  com- 
mercial banking  industry,  be  given  Federal  and  State  oversight, 
because  the  activities  of  providing  credit,  accepting  deposits  and 
making  loans  are,  indeed,  part  of  the  whole  monetary  system  of 
the  country. 

So  I  think  banking  with  its  unique  role  in  credit  and  monetary 
policy  should  have  complete  oversight,  and,  indeed,  regulation. 

Arid  at  present,  foreign  banks  in  the  United  States  are  not  under 
many  of  our  regulatory  oversight  procedures. 

I  also  would  say,  Mr.  Chairman,  that  every  other  developed  na- 
tion of  the  world  regulates  its  banking  industry  very  carefully, 
differently  than  we  do,  perhaps,  but  at  least  carefully. 

Certainly,  they  regulate  the  activities  of  foreign  banks  within 
their  borders.  Some  of  them  regulate  foreign  banks  more  heavilv 
than  we  are  proposing  to  do. 
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Some  of  them  are  less  precise  in  their  regulations  of  foreign  banks. 

But  it  seems  quite  unusual  to  me  that  the  United  States  does  not 
have  national  oversight  of  foreign  banks  within  its  borders,  except 
under  certain  specified  forms  of  organization. 

The  typical  pattern  here  has  been  that  foreign  banks  have  found 
their  authority  and  approval  from  State  regulatory  agencies,  have 
not  been  part  of  our  Federal  Beserve  System,  have  not  had  deposit 
insurance,  unless  they  chose  to  do  so,  and  have  not  been  subject  to  a 
national  banking  law. 

I  don't  believe  that  the  proposal  before  you,  which  I  think  is  an 
excellent  one  and  so  state  in  my  testimony,  is  inherently  discrimina- 
tory to  foreign  banks.  In  reaching  this  conclusion,  we  have  assessed 
and  analyzed  the  U.S.  policy  towards  foreign  investment  and  we 
have  carefully  reviewed  the  activities  of  other  regulatory  agencies 
in  other  countries,  and  that  review  is  in  an  appendix  to  my  state- 
ment that  you  have  before  you. 

I  want  to  reiterate  that  every  banking  system  is  different  in  every 
country  of  the  world,  and  it  is  an  impossible  task  to  simply  attempt 
to  rationalize  our  system  with  so  many  different  systems,  our  svstem 
of  regulatory  oversight  of  banking. 

Therefore,  we  have  the  opportunity  to  write  on  a  clean  slate. 
The  proposal  before  us  involves  denning  foreign  branches  and 
agencies  as  "banks"  under  the  Bank  Holding  Company  Act  which 
would  give  the  Federal  Reserve  significant  powers  of  supervision 
and  examination  and  the  like. 

It  provides  for  membership  for  those  banks  with  assets  worldwide 
in  excess  of  $500  million  in  our  central  banking  system,  with  the 
same  privileges  that  are  available  to  domestic  banks  and  the  same 
constraints  that  are  available  to  domestic  banks.  In  the  United 
States  it  is  not  mandatory  that  large  banks  or  small  banks  be  mem- 
bers of  the  Federal  Reserve,  but  the  fact  is  there  are  very  few  of 
our  banks  and  none  of  the  giant  banks  in  the  United  States  that  are 
not  members  of  the  Federal  Reserve  System.  This,  indeed,  is  a  com- 
promise, an  entry  level. 

It  seems  appropriate  to  the  Treasury  and  the  administration  to 
require  membership  in  our  central  banking  system  of  foreign  banks 
at  a  certain  level  of  size. 

The  Comptroller  of  the  Currency  would  play  a  role  under  this 
act.  That  role  would  give  the  Federal  Government  oversight  of 
those  banks  that  still  seek  State  charters,  because  it  would  be  neces- 
sary in  addition  to  a  State  charter  or  State  authorization  for  the 
foreign  bank  to  get  a  certificate  or  license  from  the  Comptroller  of 
the  Currency.  This  is  certainly  a  reasonable  provision,  in  my  view. 

I  know  of  no,  as  I  have  said  before,  no  country  where  banks  can 
begin  operation  from  abroad  without  having  touched  some  base  in 
the  national  government  or  central  banking  system. 

The  act  also  provides  that  in  the  event  a  bank  does  not  seek  a 
State  charter,  it  can  apply  for  what  is  equivalent  to  a  national 
charter,  also  from  the  Comptroller  of  the  Currency. 

Again,  we  tie  in  the  national  oversight  provision.  The  act  itself 
specifies  there  be  FDIC  insurance  as  a  mandatory  requirement  for 
operating  foreign  banks  in  the  United  States.  The  interagency 
position  which  the  Treasury  has  adopted  is  that  perhaps  this  can 
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be  an  optional  requirement.  As  yon  know,  most  banks  are  required 
to  advertise  when  they  have  FDIC  insurance,  so  the  consumer  or 
borrower  or  the  depositor,  whomever  he  may  be,  will  know  the  bank 
is  insured. 

The  Federal  Reserve  proposes  mandatory  membership.  I  would 
like  to  just  make  a  personal  statement.  My  own  experience  is  this : 

We  have  perhaps  the  most  highly-developed  insurance  system 
of  deposits  in  the  United  States.  We  have  found  that  a  very  effective 
system.  As  a  former  banker  and  speaking  as  an  individual,  I  think 
it  would  be  a  shame  if  we  weren't  able  to  apply  some  insurance 
standards  to  foreign  banks  operating  in  the  United  States,  because 
we  are  ahead  of  the  rest  of  the  world  in  that  department. 

With  respect  to  the  matter  of  defining  foreign  bank  branches  as 
holding  companies  and,  therefore,  subjecting  them  to  the  typical 
holding  company  regulations:  the  position  we  have  taken  in  the 
Treasury  is  that  this  is  a  relatively  artificial  definition,  and  we 
ought  to  revise  the  act  and  be  more  specific  in  the  law  and  write  a 
foreign  banking  regulatory  statute,  rather  than  simply  defining  them 
as  holding  companies  and,  therefore,  making  them  subject  to  the 
Federal  Reserve  oversight  under  existing  law. 

We  say  this,  simply  because  it  is  an  artificial  definition  in  many 
respects  and  would  perhaps  cause  later  problems. 

In  any  event,  we  agree  with  the  thrust.  We  think  the  bill  is  an 
excellent  basis  from  which  to  develop  a  foreign  banking  act.  and 
we  urge  the  Committee  to  give  full  consideration  to  doing  that, 
because  the  need,  in  our  judgment,  clearly  exists. 

The  rationale  or  appropriateness  of  doing  it  is  absolutely  justified 
in  view  of  the  activities  of  foreign  banking  regulators  in  overseeing 
our  banks  abroad. 

And  I  think,  depending  on  how  the  act  is  implemented,  we  can 
easily  avoid  any  criticism  o.f  discriminatory  or  nonnational  treat- 
ment of  foreign  banks. 

Thank  you. 

Senator  McIntyke.  Thank  3-ou,  Mr.  Secretary. 

My  questions  will  be  more  broadly  based  with  the  understanding 
that  we  can  submit  more  detailed  questions,  more  specific  questions 
later  on  in  writing  for  the  record,  gentlemen. 

Governor  Mitchell,  how  do  you  respond  to  the  allegation,  the 
charge,  that  the  basis  of  the  bill,  S.  958,  is  really  Federal  Reserve 
Board  uber  alles,  above  all,  inasmuch  as  the  Fed  takes  on  to  itself 
almost  all  Federal  control,  and  is  espousing,  in  effect,  a  policv  of 
almost  total  Federal  preemption  of  foreign  banking  activity?  How 
do  you  respond  to  that  charge,  sir? 

Mr.  Mitchell.  I  would  say  in  response  that  the  domestic  banks 
that  foreign  banks  are  competing  with  in  the  United  States  are 
all  members  of  the  Federal  Reserve. 

If  they  are  national  banks,  they  are  required  to  be  members.  If 
they  are  large  State  member  banks  they  are,  almost  without  excep- 
tion, members  of  the  Federal  Reserve. 

Thus,  the  provision  in  S.  958  that  requires  foreign  bank  offices 
in  the  United  States  to  become  Federal  Reserve  members  is  based 
on  the  principle  of  subjecting  all  institutions  of  like  size  that  are 
doing  a  like  business  to  the  same  rules  administered  by  the  same 
regulatory  authority. 
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Senator  McInttre.  Would  you  care  to  comment,  Mr.  Secretary, 
on  that? 

Mr.  Gardner.  I  must  confess,  Mr.  Chairman,  I  don't  see  any- 
thing unique  or  unusual  in  having  the  Federal  Reserve  and  our 
Comptroller  of  the  Currency  oversee  the  activity  of  the  banking 
system. 

Our  Congress  has  in  the  last  few  years  in  regulating  banks  turned 
over  almost  every  initiative  that  needed  regulation  by  statute  to 
the  Federal  Reserve,  so  I  do  not  have  the  same  opinion  that  the 
Federal  Reserve  is  simply  seeking  to  grow  in  power  and  stature  by 
the  regulation  of  foreign  banks. 

Senator  McInttre.  Senator  Stevenson,  I  am  following  a  10- 
minute  rule. 

Senator  Stevenson.  All  right. 

Senator  McInttre.  Governor  Mitchell,  on  page  3  of  your  state- 
ment, and  I  will  read,  beginning  almost  the  fifth  line: 

Federal  regulation  standardizing  the  national  treatment  Of  foreign  banks  in 
the  United  States  not  only  would  make  for  stable,  very  stable  regulatory  en- 
vironment In  this  country,  but  since  U.S.  banks  are  leaders  in  international 
banking  around  the  world,  it  would  also  facilitate  cooperation  between  na- 
tional banking  authorities,  contribute  to  an  emerging  pattern  by  which  foreign 
banking  authorities  could  be  guided  in  the  treatment  of  banking  interests 
originating  outside  their  countries  and  promote  the  development  of  interna- 
tional standards  of  banking  soundness  and  competition. 

Does  this,  sir,  represent  the  opinion  of  other  central  bankers  as 
to  this  bill  ? 

Mr.  Mitchell.  I  think  it  represents  a  view  that  European  central 
bankers  would  tend  to  endorse.  The  Common  Market  countries 
have  a  commission,  as  you  probably  know,  that  is  engaged  in  ra- 
tionalizing the  regulation  of  banks  in  Common  Market  countries, 
that  is,  subjecting  them  to  a  comparable  set  of  rules  for  their  oper- 
ations. 

There  are  some  industrial  countries  in  the  world  that  prohibit 
foreign  banks.  Canada  is  a  good  illustration. 

A  U.S.  bank  cannot  establish  a  banking  office  in  Canada.  Canadian 
banks  can,  however,  come  here.  U.S.  banks  can  only  go  to  Canada 
as  leasing  companies  and  finance  companies,  but  not  as  banks. 

Now,  I  think  that  the  number  of  banks  in  the  world  that  have 
both  the  desire  and  the  capability  of  doing  a  multinational  banking 
business  is  quite  limited.  It  might  be  of  the  order  of  100  banks. 
But  there  are  some  of  these  banks  in  all  of  the  industrialized  coun- 
tries, and  I  think  that  the  trend  of  the  times  is  toward  establishing 
common  ground  rules,  so  that  banks  in  various  countries  can  open 
offices  in  other  countries  where  they  have  trade  and  investment  in- 
terests, and  can  thereby  promote  the  growth  of  international  trade 
and  international  investment. 

I  believe  that  this  trend  is  in  their  interest  and  ours. 

Senator  McInttre.  Mr.  Secretary,  would  you  care  to  comment  on 
that? 

Mr.  Gardner.  The  point  Governor  Mitchell  raises  about  Canada 
is,  I  think,  very  significant. 

Here  we  are  concerned  about  reciprocity  and  what  other  bankers 
might  do.  Yet  one  of  our  closest  trading  partners  has  no  banking 
relationship  with  us  except  that  they  may  come  to  our  market  in 
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various  ways,  and  do.  And  our  banks  have  a  very  difficult  time  get- 
ting comparable  facilities  and  operations  in  their  market. 

I  think  we  will  find  as  we  look  at  various  countries  around  the 
world,  each  regulating  our  banks  a  little  differently,  that  there 
would  be  a  general  understanding,  full  understanding,  if  the  U.S. 
for  the  first  time  applied  Federal  oversight  to  the  entry  and  activ- 
ities of  foreign  banks. 

I  think  also  inherent  in  the  question  and  in  the  Federal  Reserve's 
need  is  the  fact  that  when  we  do  have  difficulties,  we  ought  to  be 
able,  as  central  bankers  in  this  country  or  finance  ministers  in 
this  country,  to  deal  on  a  pari  passu  basis  with  the  similar  regula- 
tory authorities  abroad  so  that  when  something  arises  like  a  par- 
tially foreign  owned  bank  that  gets  in  difficulty,  that  we  have  some 
bridge  and  real  basis  for  working  with  the  central  bankers  of  the 
world  or  their  financial  ministries  to  assure  the  sound  working  of 
the  system. 

Senator  McInttke. 

How  about  the  central  bankers  of  Japan? 

Mr.  Mitchell.  Well,  wc  have  talked  to  the  Japanese  Central 
Bank  about  our  proposal  and  we  have  not  received  any  objections 
to  the  proposal. 

I  might  say  that  the  Japanese  banks  in  the  United  States  have 
grown  more  rapidly  than  the  banks  from  any  other  country,  and  I 
think  by  now  they  probably  have  more  assets  in  the  United  States 
than  the  banks  of  any  other  country. 

All  of  the  major  Japanese  banks  have  offices  in  the  United  States 
today.  If  you  look  at  the  record  of  their  participation  in  U.S.  busi- 
ness, I  think  it  indicates  that  they  have  accepted  the  opportunity 
to  come  here. 

As  far  as  the  reverse  of  this  is  concerned,  I  think  our  banks  feel 
that  they  have  not  had  comparable  opportunities  to  do  business  in 
Japan.  But  that  could  very  well  change.  I  might  mention,  in  this 
regard,  the  case  of  Canada.  I  believe  they  arc  currently  considering 
changes  in  their  banking  laws.  One  of  the  changes  they  are  thinking 
about  is  admitting  U.S.  banks  into  Canada.  How  they  will  come 
out  on  that,  I  don't  know. 

But  I  think  this  reexamination  of  national  attitudes  toward 
foreign  bank  operations  is  an  outgrowth  of  the  emergence  of  the 
multinational  banking  organization  and  its  development  all  over 
the  world- 
Senator  McInttke.  On  page  5  of  your  statement,  down  near  the 
bottom,  you  sum  up  and  say: 

Thus,  it  should  be  clear  from  this  summary  data  that  the  size  and  growth 
of  these  operations,  tbelr  Impact  on  important  credit  and  financial  markets 
in  the  United  States  and  their  influence  on  the  international  payments  posi- 
tion of  the  United  States  are  matters  of  national  import. 

The  question  is,  there  may  very  well  be  matters  of  national  im- 
port, but  are  they  causes  for  alarm? 

Mr.  Mitchell.  Well,  I  think  that  when  a  foreign  bank  competi- 
tor—let's take  the  commercial  industrial  loan  markets — has  an  ad- 
vantage over  a  domestic  bank  because  of  its  freedom  from  reserve 
requirements  or  because  it  is  subject  to  different  standards  of  regu- 
lation, that  is  unfair  to  U.S.  banks. 
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The  larger  that  competitor  is  and  the  larger  he  becomes,  the 
more  important  these  advantages  are. 

Senator  McIntyhe.  Mr.  Secretary. 

Mr.  Gardner.  The  situation  is  probably  not  critical,  in  my  opinion, 
at  the  moment,  but  I  think  there  is  a  clear  need  to  provide  an  orderly 
pattern  for  the  future. 

The  problem  of  the  competitive  advantage  and  the  unusual  oppor- 
tunity for  growth  that  I  think  exists  in  this  country  ought  to  be 
viewed,  in  my  judgment,  in  the  context  of  what  kind  of  a  market 
done  have  here. 

Here  we  have  the  most  highly  developed  industrialized  country 
in  the  world,  with  the  world's  trading  currency  as  its  currency, 
with  a  huge  participation  of  consumers  in  banking  services. 

To  me,  if  I  were  a  foreign  banker,  it  would  be  a  very  attractive 
market.  I  suspect  that  is  the  reason  for  the  large  growth  in  the  last 
5  years,  and  I  suspect  that  as  our — as  the  world  moves  on,  I  suspect 
more  and  more  foreign  banks  will  take  advantage  of  some  of  the 
opportunities  they  have  in  this  country. 

I  don't  want  to  see  them  come  here  and  take  advantage  of  a  laxity 
in  regulation. 

Senator  McInttre.  My  10  minutes  are  up. 

Senator  Stevenson? 

Senator  Stevenson.  Thank  you,  Mr.  Chairman. 

Governor,  when  does  your  term  expire? 

Mr.  Mitchell.  Whenever  Steve  gets  over  there. 

Senator  McInttre.  Next  Saturday. 

Mr.  Mitchell.  From  what  I  heard  as  I  walked  in  the  room,  I 
guess  it  is  not  going  to  be  very  long.  Ask  him ;  I  don't  know- 
Senator  Stevenson.  Maybe  I  should  ask  the  chairman.  That  was 
the  point.  It  won't  be  very  long. 

Mr.  Chairman,  I  just  think  we  should  take  note  of  that  fact  for 
our  record. 

Senator  McInttre.  Certainly  will- 
Senator  Stevenson.  Governor  Mitchell  has  been  a  pillar  of 
strength  at  the  Federal  Reserve  Board. 

I  don't  have  any  idea  how  many  times  you  have  appeared  as  a 
Member,  and  Vice  Chairman  of  that  Board  in  this  room,  but  this 
may  be  the  last  time  as  Vice  Chairman  of  the  Board. 

So  I  just  want  to,  on  my  own  behalf — and  I  dare  say  I  do  so  on 
behalf  of  all  members  of  this  committee — to  commend  you  for  a 
long,  constructive  career  at  the  Fed,  for  all  the  help  you  have  given 
this  committee  in  the  past,  and  once  again,  today. 

Now,  Governor,  to  turn  back  to  one  of  the  chairman's  questions 
about  the  suggestion  that  the  Federal  Reserve  Board  was  preempt- 
ing the  regulation  of  the  foreign  banks.  As  I  understand  this  legis- 
lation, the  FDIC  would  remain  in  the  picture. 

FDlC  coverage  would  be  mandatory,  as  a  matter  of  fact,  is  that 
correct  ? 

Mr.  Mitchell.  Yes. 

Senator  Stevenson.  The  licensing  authority  would  be  in  the 
Comptroller,  is  that  correct? 

Mr.  Mitchell.  That  is  right. 

Senator  Stevenson.  And  Federal  Reserve  membership  would  be 
required  of  entities  with  worldwide  assets  in  excess  of  $500  million. 
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Mr.  Mitchell.  Yea. 

Senator  Stevenson.  Can  you  tell  us  how  many  such  institutions 
there  are  now  of  that  size  that  are  not  members  of  the  Federal 
Reserve  Board! 

Mr.  Mitchell.  Well,  there  are,  I  think,  three  foreign-owned 
domestic  banks  that  size  that  are  not  members.  I  know  Lloyd's 
Bank  in  California  is  in  excess  of  that  size.  In  fact,  if  I  recall  cor- 
rectly, it  has  over  $1  billion  dollars  in  assets.  And  I  believe  that 
there- are  several  large  nonmember  banks  in  Pennsylvania  and  sev- 
eral other  commercial  States. 

There  may  be  as  many  as  20. 

Senator  Stevenson.  Foreign. 

Mr.  Mitchell.  No,  domestic  and  foreign. 

Maybe  my  number  is  wrong,  Senator.  I  guess  I  better  just  supply 
that  for  the  record. 

Senator  Stevenson.  Could  we  get  that  information? 

Mr.  Mitchell.  Of  course.  It's  not  a  large  number.  It  might  be 
as  many  as  25. 

[The  following  was  submitted  for  the  record:] 


Sink  Nanm 

City  Name 

Total  As  tab 
Stota                           (In  Thousand!) 

loiA 

California 

BankofTokmT.uJtCo     

....      How  Tom 

first-  Citizens  Bark*  Tiuit  Co 

NorVi  Caiolina 

104.  OU 

I'e  -   i.  .■  .  ■ 

oss.  w 

Banco  Popular  da  hint  Hico 

Bankiif  HawaiL 

Honolulu 

....  Hawaii 

lraJus!fi?l  Valley  BanHiTruat  Co 

Suburban  Trust'.- 

San  Francisco 

....  Hyatt»».Ho 

Hawaii 

Mar»Hi( 

996.456 
039,0J!I 

Wilmington  Trmt  Co 

Wilmiflfhtn 

HawHavoo 

Union  Trust  Co 

"  ■  . 

Pankers  Trust  o'  't,-v  ::a'0lini 

All»d  BinkofTam 

ColurnMa 

HouMon 

Sooth  Carolina 

553,346 

W5.97/ 

1  As  nt  Ian.  1, 1976  Mai  marfad  Into  Marina  Midland  Bank,  Buffalo,  N.Y.,  a  State  member  bank. 

Senator  Stevenson.  Are  there  any  studies  or  do  you  have  any 
opinion  that  you  can  give  us  about  the  effect  of  the  noninclusion 
of  such  institutions  on  monetary  policy,  its  implementation  by  the 
Federal  Reserve  System  today,  now,  and  if  it  is  not  considerable 
now,  speculate  a  little  bit  about  the  future,  the  effect,  if  any,  of 
nonmembership,  on  monetary  policy  in  the  future  as  well  as  now, 

Mr.  Mitchell.  The  Board  has  represented  to  Congress  on  several 
occasions  that  membership  ought  to  be  broadened  in  view  of  the 
fact  that  it  has  been  eroding  rather  substantially  in  the  last  15 
years. 
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In  fact,  I  believe  we  gave  the  House  Banking  Committee  quite  a 
bit  of  information  on  this  issue  in  response  to  certain  of  their  FINE 
questions. 

I  believe  our  answer  lists  the  number  of  banks  and  the  banks 
that  have  withdrawn  from  membership  over  the  past  15  years.  And 
it  is  an  impressive  number.  As  I  recall,  it  is  something  on  the  order 
of  700  banks  that  have  given  up  their  Federal  Reserve  membership, 
even  though  that  meant  giving  up  national  status,  which  is  widely 
regarded  as  an  advantage  by  banks,  that  is,  being  a  national  bank  is 
an  important  advantage  in  the  minds  of  many  bankers. 

Still,  we  lost,  if  I  recall,  something  like  700  banks  in  that  interval. 

I  think  that  the  erosion  of  membership  is  an  increasingly  serious 
matter,  and  many  of  the  proposals  for  domestic  reform  contemplate 
doing  something  about  that  by  universalizing  reserve  requirements. 

It  isn't  that  there  is  such  a  great  difference  in  reserve  require- 
ments; it  is  the  way  in  which  reserve  requirements  are  met. 

I  believe  Milton  Friedman  testified  before  the  House  Banking 
Committee  last  week  and  said  that  if  the  Federal  Reserve  would  pay 
interest  on  reserves,  then  that  would  make  Federal  Reserve  mem- 
bership highly  competitive  with  the  laws  of  many  States  which  often 
permit  banks  to  invest  their  reserves  in  government  securities  and 
thus  earn  a  return. 

Under  Federal  Reserve  rules,  a  member  bank  can  keep  its  reserves 
in  cash  which  in  any  event  it  needs  to  have  for  operating  reasons. 
But  the  rest  of  its  reserves  have  to  be  kept  with  the  Federal  Reserve 
Bank  of  its  district.  This  does  give  a  member  bank  the  benefit  of  a 
clearing  balance.  It  can  clear  its  obligations  with  other  banks 
through  that  account.  So  that  is  a  significant  advantage  of  member- 
ship. But  it  is  not  as  great  an  advantage  as  being  able  to  invest 
those  reserve  funds  in  government  securities  and  obtain  an  invest- 
ment return. 

Senator  Stevenson.  Is  there  anything  you  would  like  to  add,  Mr. 
Secretary  ? 

Mr.  Gardner.  I  think,  as  the  Governor  says,  that  the  Congress  is 
wisely  considering  some  provisions  for  reserves  being  held  or  subject 
to  the  requirements  as  stated  by  the  Federal  Reserve. 

I  think  that  is  very  important,  Senator,  I  think  the  Fed  span  of 
monetary  control  can  be  endangered  if  we  do  not  have  a  good  grasp 
of  the  reserve  positions  of  those  institutions  which  can  accept  time 
deposits. 

I  think  it  is  also  very  clear  that  the  growing  foreign  banking 
industry  in  the  U.S.  ought  to  be  subject  to  some  form  of  federally 
imposed  reserve  position  requirements. 

And  so  to  me,  the  provisions  of  the  bill  for  Federal  Reserve  mem- 
bership are  routinely  good. 

I  think  that — I  know  that  the  banking  associations  themselves 
have  expressed  opinions  that  if  we  can  mandate  foreign  bank  mem- 
bership in  the  Fed,  then  we  can  mandate  other  kinds  of  membership 
in  the  Fed  domestically. 

I  don't  accept  that  argument. 

I  think  there  is  a  national  reason  for  regulating  foreign  banks, 
and  even  if  we  made  them  class-2  members  of  the  Fed,  it  need  not 
interfere  with  the  arguments  and  discussions  that  will  go  on  about 
mandatory  Fed  membership  for  our  domestic  banks. 
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Senator  McInttre.  Governor,  on  page  8,  you  say  U.S.  regulatory 
policy  should  encourage  foreign  banks  to  opt  for  national  rather 
than  State  subsidiaries  and  branches,  since  those  options  would  avoid 
problems  of  reciprocity  between  individual  States  and  foreign 
governments. 

What  problems  have  there  been,  Governor? 

Mr.  Mitchell.  Well,  in  New  York,  for  example,  there  are  reci- 

Erocity  problems  with  Canada;  a  Canadian  bank  cannot  open  a 
ranch  in  New  York.  They  can,  however,  open  an  agency  or  a  trust 
company.  There  are,  however,  important  differences  between  agencies 
and  branches,  most  notably  ill  the  area  of  deposit-taking  powers. 

I  think  that  State  reciprocity  arrangements  can  often  limit  the 
areas  in  which  a  foreign  Dank  can  enter  the  United  States.  Texas 
is  a  case  in  point.  It  is  difficult  for  a  foreign  bank  to  get  into  Texas 
because  of  the  Texas  law.  It  might  be  to  the  advantage  of  people 
in  Texas  who  are  doing  an  international  business  to  have  a  foreign 
bank  in  Texas.  But  Texas  has  precluded  that,  although,  I  believe 
that  there  is  a  possibility  that  some  foreign  bank  will  get  in  there 
some  day  through  a  quirk  in  the  law. 

At  any  rate,  the  reciprocity  provisions  that  exist,  they  cither 
prevent  entry  of  a  foreign  bank  in  a  particular  State  or  they  con- 
dition it  in  a  way  which  requires  them  to  use  a  form  of  entry 
which  has  handicaps  connected  with  it. 

Senator  McIntyre.  There  is  a  question  suggested  by  minority 
counsel.  Would  you  favor  a  Federal  law  that  would  override  the 
Texas  prohibition  against  foreign  banks?  The  State  of  Texas,  if 
they  don't  want  these  foreign  banks,  would  you  favor  a  national 
policy  that  would  allow  foreign  banks  to  go  into  Texas,  despite 
Texas  feeling? 

Mr.  Mitchell.  Yes;  I  think  the  international  relations  of  the 
United  States  are  a  matter  for  national  policy  and  not  for  Sate 
policy. 

Senator  McInttre.  Mr.  Secretary,  I  want  to  go  to  your  state- 
ment briefly  here,  page  2,  down  at  the  bottom.  You  say  the  proposed 
bill  arises  out  of  the  following  conclusion,  that  all  new  foreign 
bank  entries  into  the  United  States  in  the  future  should  be  subject 
to  a  uniform  Federal  entry  requirement. 

Why? 

Mr.  Gahdner.  My  view,  I  have  tried  to  express  my  view,  Mr. 
Chairman.  The  activities  of  U.S.  banks  abroad  are  subject  to  a 
uniform  national  policy  of  the  countries  in  which  our  banks  operate. 
This  gets  back  to  the  question  of  reciprocity. 

I  would  like  to  add  that  in  many  countries,  as  I  know  you  are 
aware,  banks  are  allowed  to  do  things  under  the  securities  laws  in 
the  issuance  and  underwriting  of  securities  that  they  are  not  allowed 
to  do  in  the  United  States.  I  think  it  is  much  sounder  to  have  the 
Federal  Government  decide  whether  indeed  it  is  the  Federal  Gov- 
ernment which  prohibits  banks  from  entering  the  securities  market 
when  our  entry  requirements  are  in  foreign  banks. 

The  simplistic  approach  is  to  have  the  Federal  Government,  which 
does  control  the  broad  policies  of  banking  in  the  United  States  and 
leaves  to  the  States  many  of  the  organization  and  chartering  and 
branching  provisions,  it  is  far  better  to  have  the  Federal  Govern- 
ment develop  the  criteria  for  the  entry  of  foreign  banks. 
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As  yon  know,  there  is  no  State  in  which  a  domestic  bank  can 
engage  in  the  underwriting  of  securities  generally  as  most  bankB 
do  in  Europe.  That  is  not  a  State  initiative.  That  is  a  federal  law. 
That  is  the  simple  reason  that  I  think  it  is  better  to  have  Federal 
criteria  for  entry  in  addition  to  whatever  State  criteria  may  be 
established. 

My  answer  on  the  State  of  Texas  and  the  question  to  Governor 
Mitchell  would  be  slightly  different.  I  think  we  do  have  a  dual  bank- 
ing system.  We  would  like  to  see  that  dual  banking  system  progress. 
But  as  long  as  the  citizens  of  a  particular  State  are  absolutely 
against  such  details  in  banking  as  branching  or  entry  of  foreign 
banks,  then  it  seems  to  me  that  that  is  another  reason  for  having 
the  Comptroller  of  the  Currency  license  banks,  because  I  would  think 
their  responsibility  for  licensing  banks  would  be  to  see  that  there 
was  no  conflict  which  in  his  judgment  was  important  enough  to 
cause  him  to  deny  the  license. 

So  he  is  going  to  look  at  the  State  laws.  We  cannot  have  banks 
coming  into  a  State  that  doesn't  permit  domestic  branching  and 
escape  from  our  domestic  requirements.  I  think  it  is  very  wise  to 
have  criteria  for  entry  established  at  the  Federal  level. 

Senator  McTnttke.  National  banks  can  move  into  Texas,  why  not 
foreign  banks? 

Mr.  Gardner.  National  banks  can  be  formed  in  Texas,  Mr.  Chair- 
man. To  my  knowledge  they  cannot  move  into  Texas  from  another 
locale. 

Senator  McIxtyke.  In  your  statement  you  say,  finally,  we  believe 
that  the  Bank  Holding  Company  Act  should  not  be  used  as  a  device 
for  the  application  to  foreign  banks  of  certain  substantive  positions 
embodied  in  that  act.  In  our  view  this  approach  invites  confusion 
in  the  law  which  outweighs  the  burden  of  the  additional  drafting 
that  might  be  involved  in  writing  substantive  statutory  provisions 
specifically  applicable  to  foreign  banks  which  are  consistent  with 
the  rules  applicable  to  P.S.  banks. 

If  not  the  Bank  Holding  Company  Act,  what  then? 

Mr.  Gardner.  What  I  am  trying  to  suggest  here,  perhaps  I  have 
done  it  obscurely  or  unclearly,  is  that  we  have  a  Foreign  Bank  Act 
which  parallels  that  part  of  the  Bank  Holding  Company  Act  that 
we  want  to  apply  to  foreign  banks. 

You  see,  my  criticism  of  the  use  of  the  Holding  Company  Act  is 
that  we  would  define  branches  as  "banks"  and  foreign  banks  as 
bank  holding  companies.  This  of  course  is  simply  using  a  legal  fiction 
for  definition.  Branches  under  onr  law  are  not  necessarily — do  not 
become  a  holding  company  because  a  bank,  an  entity  bank  or  single 
entity  bank  has  branches. ' 

I  am  just  suggesting  that  we  spell  out  in  the  law  the  parallel 
controls  that  are  available  in  the  Bank  Holding  Company  Act  to 
reach  the  result  that  we  intend  here  without  doing  it  by  defining  a 
branch  because  it  has  a  parent  abroad  as  a  holding  company. 

Senator  McIxtthk.  As  a  followup  to  the  line  of  questioning  Sen- 
ator Stevenson  was  pursuing,  would  you  please  explain,  gentlemen, 
with  some  specificity  the  present  system  of  reporting  and  reserves 
and  explain  where  it  is  inadequate? 

Is  that  question  clear,  Governor? 
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Mr.  Mitchell.  I  think  it  is  clear. 

There  are  two  elements  to  reserves.  In  the  first  place,  agencies 
and  New  York  investment  companies  currently  carry  no  reserves 
on  their  credit  balances  under  State  law.  But  branches  and  sub- 
sidiaries maintain,  generally,  the  same  reserves  applicable  to  State 
nonmember  banks. 

The  reserve  requirements  applicable  to  banks  in  New  York,  Cali- 
fornia, and  Illinois  are  substantially  similar  to  Federal  require- 
ments, that  is,  the  level  of  reserves,  on  either  demand  or  time  de- 
posits. In  Illinois,  there  is  a  quirk  in  the  law  as  branches  of  foreign 
banks  are  required  to  maintain  the  same  reserves  as  State  member 
banks,  even  though  State  banks  in  Illinois  need  not  maintain  any 
reserve  requirements  under  Illinois  law. 

The  principal  differences  between  State  and  Federal  Reserve  re- 
serve requirements  are:  (1)  The  treatment  of  Eurodollars,  which 
are  not  reserved  under  State  law  and  which  are  reserved  in  the  case 
of  Federal  reserve  requirements;  and  (2)  the  form  in  which 
those  reserves  are  held.  Under  Federal  Reserve  regulations,  vault 
cash  counts  as  part  of  your  reserve.  If  your  reserve  requirement 
turns  out  to  be,  say,  5  percent  for  a  given  bank  and  you  have  3 
percent  in  vault  cash,  vault  cash  counts.  The  rest,  however,  has  to  be 
an  average  balance  held  with  the  Federal  Reserve  Bank  of  your 
district — these  balances  are  nonearning  assets. 

Therefore,  banks  choose  nonmembership  to  avoid  that  sterile  aspect. 
They  still  must  clear  checks,  so  they  carry  balances  with  correspond- 
ent banks.  Those  banks  clear  their  checks  and  they  get  a  fee  for 
doing  so.  Correspondent  or  clearing  accounts  are  analyzed  and  the 
services  offered  by  the  correspondent  bank  are  priced,  and  the  yield 
on  the  average  balance  in  the  account  is  computed.  So  those  are 
earning  assets  in  terms  of  services. 

Senator  McIntyre.  Can  you  add  anything  to  that,  Mr.  Secretary  i 

Mr.  Gardner.  No,  sir;  but  I  wish  my  distinguished  colleague 
had  put  on  his  economist  hat  for  a  minute  and  simply  said  that  the 
expansion  of  money  and  credit  through  the  banking  system  is  one 
of  the  tools  of  monetary  policy  and  that  unless  we  can  vary  reserves 
for  a  significant  group  in  the  banking  industry  we  can't  really  con- 
trol the  supply  of  money  and  credit  effectively. 

Senator  McIntyre.  Senator  Stevenson. 

Senator  Stevenson.  One  of  the  more  controversial  aspects  of  this 
issue  is  grandfather.  What  would  the  reaction  abroad  be  if  legis- 
lation didn't  include  grandfathering?  Would  it,  to  put  it  slightly 
differently,  would  it  be  better  to  have  no  foreign  banking  bill  at  all 
than  one  which  did  not  contain  grandfathering,  in  your  opinion? 

Mr.  Mitchell.  Well,  I  guess  I  would  be  of  the  view  that  grand- 
fathering is  an  essential  feature  of  a  bill  of  this  kind  in  order  to 
maintain  a  good  faith  posture  toward  people  we  do  business  with 
around  the  world  every  day,  because  the  foreign  banks  that  have 
come  to  this  country  have  come  under  the  rules  that  were  in  exist- 
ence when  they  arrived  in  New  York  or  in  California  or  Massa- 
chusetts or  Illinois.  So  they  entered  on  a  good  faith  basis. 

And  the  congressional  policy  with  respect  to  the  bank  holding 
company  had  been  to  grandfather  preexisting  arrangements.  For 
example,  we  have  three  or  four  holding  companies  that  were  grand- 
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fathered  and  have  offices,  one  has  offices  in  11  States  and  a  couple  of 
them  have  offices  in  5  States,  so  that  this  is  a  practice  that  a  foreigner 
could  point  to  as  being  a  way  in  which  U.S.  banks  were  domestically 
treated  when  the  law  was  changed. 

Now,  how  serious  might  the  retaliation  be?  Well,  I  suppose  it 
would  depend  upon  the  country  and  the  degree  to  which  the  banks 
in  that  country  were  adversely  affected  by  it,  but  I  think  the  reaction 
would  be  substantial. 

Senator  Stevenson.  Do  you  have  anything  to  add,  Mr.  Gardner? 

Mr.  Gardner.  My  answer,  Senator,  would  be  that  it  would  be  bet- 
ter to  have  a  foreign  bank  bill  even  if  we  didn't  have  grandfathering 
provisions  in  it.  However,  reason  and  justice  dictates  an  appropriate 
divesture  period,  which  in  my  view  should  be  at  least  as  long  as  10 
years  or  something,  so  that  we  don't  invite  immediate  direct  retali- 
ation abroad. 

Senator  Stevenson.  Do  you  prefer  grandfathering? 

Mr.  Gardner.  I  have  accepted  grandfathering.  I  think  it  has  cer- 
tain dangers  because  there  are  in  existence  nonstandard  subsidiaries 
of  foreign  banks.  They  are  small  and  the  Federal  Reserve  appropri- 
ately points  out  that  they  don't  make  much  difference  in  our  econ- 
omy. Of  course,  they  are  also  there  and  can  be  expanded  so  I  have 
been  a  bit  concerned  about  grandfathering,  but  I  have  accepted  it. 

I  think  in  the  long  run  we  probably  ought  to  attempt  to  eliminate 
some  of  these  nonstandard  operations.  But  I  accept  the  grandfather- 
ing as  a  reasonable  compromise  at  this  time.  I  certainly  think  you 
should  have  a  bill  even  if  it  didn't  contain  grandfathering. 

Senator  Stevenson.  Do  you  have  a  summary  of  the  State  laws 
on  foreign  banking? 

Mr.  Mitchell.  Yes,  we  do.  We  can  supply  that  to  you. 

[The  following  was  received  for  the  record:] 

Legal  Framework  op  Foreign  Bank  Operations  IM  the  United  States 


There  Is  at  present  no  federal  law  which  is  specifically  intended  to  govern 
the  commercial  banking  operations  of  foreign  banks  in  the  United  States.  The 
federal  statutes  which  do  apply  to  foreign  bank  operations  in  the  United 
States  are  statutes  of  general  applicability  that  affect  both  domestic  and 
foreign  banks  alike. 

Under  section  21(a)(2)  of  the  Banking  Act  of  19331  (the  so-called  Glass- 
Steagall  Act),  any  person  or  entity,  either  citizen  or  alien,  engaging  "in  the 
business  of  receiving  deposits  subject  to  check  or  to  repayment  upon  presenta- 
tion of  a  passbook,  certificate  of  deposit,  or  other  evidence  of  debt,  or  upon 
request  of  the  depositor"  In  the  United  States  must  be  chartered  to  engage 
in  such  business  by  the  laws  of  the  United  States,  or  of  any  State,  Territory 
or  District,  or  receive  affirmative  permission  from  a  chartering  authority, 
either  federal  or  State,  and  be  subjected  by  such  authority  to  examination  and 
regulation,  or  at  least  be  examined  by  the  banking  authorities  of  any  State, 
Territory  or  District,  and  publish  periodic  reports  of  condition  in  the  same 
manner  as  banking  institutions  incorporated  in  the  jurisdiction.  Accordingly, 
under  this  provision,  a  foreign  bank  that  desires  to  enter  the  United  States  to 
do  a  business  involving  the  receipt  of  "deposits  .  .  .  repayable  upon  the  re- 
quest of  the  depositor"  must  either  find  a  State  which  by  statute  affirmatively 
provides  for  the  opening  of  branches  or  agencies  by  foreign  banks  and  their 
supervision  and  examination  in  accordance  with  section  21(a)(2),  or  mnst 
obtain  a  charter  for  a  domestic  banking  subsidiary. 
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A  foreign  bank  which  Intends  to  establish  a  representative  office  in  the 
United  States  is  not  subject  to  section  21(a)(2)  because  no  depositor;,  or 
other  banking  business  Is  actually  transacted  by  such  offices.  Consequently, 
most  States  also  do  not  regulate  either  the  creation  or  the  activities  of  these 
offices,  California,  however,  is  an  exception,  as  It  requires  a  representative  to 
obtain  a  license  from  the  superintendent  of  banking,  who  may  grant  or  deny 
such  license  in  his  discretion  and  who  may  at  any  time  revoke  such  license 
In  his  discretion.* 
(a)  The  Bank  Holding  Company  Act  of  1956,  at  amended 

Under  the  Bank  Holding  Company  Act  of  1956,  as  amended,  foreign  bank 
entry  by  means  of  the  acquisition  of  "control"  over  a  "bank"  la  regulated  by 
the  Board  of  Governors  under  section  3  of  that  Act.  Under  the  definition  of 
"bank"  in  the  Act,*  a  foreign  bank  must  obtain  the  Board's  approval  to 
acquire  control  over  institutions  organized  under  State  or  Federal  law,  or 
under  the  laws  of  the  District  of  Columbia,  any  territory  of  the  United 
States,  Puerto  Rico,  Guam,  American  Samoa  or  the  Virgin  Islands,  which 
accept  deposits  that  the  depositor  has  a  legal  right  to  withdraw  on  demand 
and  which  engage  in  the  business  of  making  commercial  loans.  "Control"  of 
a  bank  is  defined  in  the  Act  as  (1)  direct  or  Indirect  ownership,  control,  or 
power  Ui  vote  25  per  cent  or  more  of  any  class  of  voting  securities  of  a  bank, 
(2)  controlling  in  any  manner  the  election  of  a  majority  of  the  directors 
or  trustees  of  a  bank,  or  (3)  exercising  a  controlling  influence  over  the 
management  or  policies  of  a  bank,  which  can  only  be  determined  by  the  Board 
after  notice  and  opportunity  for  hearing.  Since  branches  and  agencies  of 
foreign  banks  are  not  separately  incorporated  institutions  "organised  under" 
State  law,  they  do  not  come  within  the  definition  of  "bank"  in  the  Bank 
Holding  Company  Act  and  a  foreign  bank  establishing  a  branch  or  agency 
must  therefore  only  obtain  approval  from  State  banking  authorities.  Even  If 
a  financial  institution  is  organized  under  State  or  Federal  law,  a  foreign 
bank  need  not  obtain  the  Board's  approval  under  the  Act  if  the  institution 
does  not  fall  within  the  Act's  definition  of  bank.  A  foreign  bank  can  thns 
acquire  a  State-chartered  Industrial  bank  or  limited  purpose  trust  company 
without  obtaining  Board  approval  under  the  Act  so  long  as  it  does  not  accept 
demand  deposits  and  make  commercial  loans.  In  1971,  the  Board  also  ruled 
that  an  Investment  Company  chartered  under  Article  XII  of  the  New  York 
State  Building  Law  was  not  a  "bank"  under  the  Act  because  It  did  not  accept 
deposits  that  the  depositor  had  a  legal  right  to  withdraw  on  demand  within 
the  meaning  of  the  Act.'  Consequently,  foreign  bank  entry  through  Investment 
Companies  in  New  York  Is  only   subject  to  State  approval  and  regulation. 

Even  if  a  "bank"  is  to  be  acquired  within  the  meaning  of  the  Act,  If  no 
"company"  is  to  acquire  "control"  over  the  "bank"  then  approval  is  also  not 
required  under  the  Act  since  a  bank  holding  company  has  not  been  organized. 
In  this  regard,  no  one  of  foreign  bank  shareholders "  of  European  American 
Bank  and  Trust  Company  ("EABTC"),  New  York,  New  York,  the  largest 
foreign  bank-owned  State  chartered  bank  in  the  United  States,  has  ever  been 
required  to  apply  to  become  a  bank  holding  company  because  no  one  of  the 
current  foreign  bank  shareholders  "controls"  the  bank  within  the  meaning  of 
the  Act. 

At  the  time  the  Congress  was  considering  the  1970  Amendments  to  the  Bank 
Holding  Company  Act,  the  House  originally  passed  H.R.  6778  which  amended 
the  definition  of  "control"  in  section  2(a)(2)(A)  of  the  Act,  such  that  any 
"person"  would  have  "control"  over  a  bank  or  a  company  for  purposes  of  the 
Act  "If  the  person  directly  or  indirectly  or  acting  in  concert  with  one  or  more 
other  persons  . .  .  has  power  to  vote  25  per  cent  or  more  of  any  class  of  voting 
securities"  of  the  bank  or  company.  However,  as  finally  enacted  by  the  Con- 
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gress,  the  phrase  "any  person"  was  deleted  and  replaced  by  the  phrase  "any 
company",  and  the  phrase  "acting  in  concert  with  one  or  more  other  persons" 
was  deleted  and  replaced  by  the  phrase  "acting  through  one  or  more  other 
persons".*  Had  the  "In  concert"  language  been  adopted  by  the  Congress,  it  is 
possible  that  each  of  the  foreign  banks  with  significant  shareholdings  in  BABTC 
could  have  been  required  to  apply  to  become  a  bank  holding  company  nnder 
the  Act.  Under  the  statutory  language  as  adopted,  however,  a  company  can't 
be  deemed  to  be  a  bank  holding  merely  by  showing  that  it  acts  in  concert  with 
other  shareholders  to  control  the  bank ;  rather,  it  appears  that  it  must  be 
shown  that  the  company  acts  "throngh"  one  or  more  other  persons  to  control 
the  bank. 

Under  the  present  definition  of  "company"  in  the  Act,  if  a  corporation,  part- 
nership, business  trust,  long-term  trust,  association,  or  simitar  organization 
controlled  EABTC,  that  entity  would  have  to  apply  to  become  a  bank  holding 
company.  If  the  shareholders  of  BABTC  had  themselves  farmed  a  partnership, 
association  or  similar  organization  and  that  separate  organisation  acted 
through  the  foreign  bank  shareholders  to  control  EABTC,  that  entity  would 
be  a  bank  holding  company.  To  date,  the  staff  has  been  unable  to  obtain  any 
factual  evidence  which  would  support  a  finding  that  such  an  independent 
entity  exists,  or  that  the  foreign  bank  shareholders  of  EABTC  are  subject  to 
the  central  controlling  influence  of  any  "company"  as  defined  in  the  Act. 

To  summarize  the  applicability  of  the  Bank  Company  Act  to  foreign  bank 
entry  in  the  United  States,  any  foreign  bank  acquiring  control  of  a  State  or 
national  commercial  bank,  or  commercial  bank  organized  under  the  laws  of 
the  District  of  Columbia,  Puerto  Rico,  Guam,  American  Samoa  or  the  Virgin 
Islands  must  obtain  the  Board's  approval  to  become  a  bank  holding  company 
under  section  3  of  the  Act.  A  foreign  bank  establishing  a  branch  or  agency  in 
the  United  States,  or  organizing  an  Investment  Company  or  limited  purpose 
trust  company  in  New  York  need  not  obtain  Board  approval  under  the  Act.  A 
foreign  bank's  acquisition  of  a  Hon  -controlling  interest  in  a  U.S.  commercial 
bank  Is  also  not  subject  to  the  Act.  In  addition,  even  if  a  U.S.  bank  is  owned 
entirely  by  several  foreign  banks,  none  of  the  foreign  banks  must  individually 
apply  to  become  a  bank  holding  company  if  no  one  of  the  foreign  banks  control 
the  bank,  and  together  they  do  not  constitute  a  partnership,  association,  or 
similar  organization  under  the  Act. 

CHOICE  OF  OBGANIZATIONAT,  FOBM 

In  choosing  whether  to  establish  a  branch  or  agency,  or  organize  an  Invest- 
ment Company  or  State  or  national  commercial  bank,  a  foreign  bank  must 
first  decide  exactly  what  type  of  commercial  banking  business  it  wants  to  per- 
form in  the  United  States,  where  It  wants  to  perform  such  type  of  business, 
and  whether  it  wants  to  acquire  Interests  In  nonbnnking  businesses  in  the 
United  States.  Such  a  decision  can  only  be  made  by  carefully  considering  the 
legal  restraints  or  prohibitions  it  will  encounter  in  operating  through  each 
form  of  organization.  Following  is  a  general  description  of  the  legal  structure 
surrounding  each  of  the  above  forms  of  organization. 


Eleven  States  specifically  permit  a  foreign  bank  to  establish  a  banking  office 
to  conduct  a  banking  business  in  that  State — Alaska,  California,  Georgia,  Ha- 
waii, Illinois,  Massachusetts,  Missouri,  New  York,  Oregon,  Utah  and  Washing- 
ton.' Of  this  group,  only  Illinois,  New  York  and  Massachusetts  appear  to  give 
foreign  banks  the  right  to  maintain  a  branch  that  can  conduct  the  full  service 
commercial  banking  business  of  a  State-chartered  subsidiary.  The  remaining 
States  are  either  very  specific  with  respect  to  the  type  of  facility  that  can  be 
maintained,"  or  impose  the  requirement  that  in  order  to  receive  deposits,  the 

•  The  statutory  phrase  first  appeared  Id  H.B.  B7T8  when  It  waa  reported  out  by  the 
Senate  Banking  Committee. 

'Alaska  permits  a  foreign  person  to  engage  In  n  banking  business  within  Ibat  State, 
but  apparently  only  through  a  State-chartered  subsidiary. 

'  For  example.  In  Georgia,  a  foreign  bank  may  maintain  an  agency  to  engage  In  a  gen- 
eral banking  business,  except  that  no  such  agency  shall  make  loans,  exercise  fiduciary 
Biwers.  or  receive  deposits,  although  credit  balance  accounts  may  be  maintained.  In 
avail,  branches  and  agencies  of  banks  may  Dot  receive  deposit*  or  accept  credit  bal- 
ances. Washington  Imposes  restrictions  on  'he  amount  and  type  of  deposits  that  can  be 
accepted  from  Washington  residents  Missouri  permits  only  a  limited  foreign  banking 
business  by  an  agency. 
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branch  or  agency  obtain  insurance  from  the  federal  Deposit  Insurance  Cor- 
poration.* Since  a  branch  or  agency  of  a  foreign  bank  does  not  come  within  the 
definition  of  Slate  bank  in  the  Federal  Deposit  Insurance  Act,1"  this  latter  re- 
quirement effectively  forecloses  such  branches  or  agencies  from  accepting 
deposits  within  the  State.  California,  however,  does  permit  branches  or  agen- 
cies to  accept  deposits  from  any  foreign  State  or  from  any  person  which  resides, 
is  domiciled,  and  maintains  its  principal  place  of  business  in  a  foreign  bank 
receives  written  approval  from  the  superintendent.11  Sixteen  States  specifically 
prohibit  foreign  banks  from  doing  a  banking  business  within  their  borders," 
and,  the  laws  of  the  remaining  States  have  no  legislation  either  specifically 
permitting  or  prohibiting  entry. 

In  some  States,  such  as  New  York,  there  is  a  statutory  distinction  between 
a  branch  or  agency  of  a  foreign  bank,  as  the  latter  may  not  accept  deposits 
or  exercise  fiduciary  powers,  in  other  States,  such  as  Massachusetts,  Cali- 
fornia or  Illinois,  there  appears  to  be  no  legislative  distinction  between  the 
powers  of  branches  or  agencies.  Thus,  one  must  discuss  branches  and  agencies 
with  specific  reference  to  the  laws  of  the  individual  States.  Since  three  States 
contain  virtually  all  of  the  foreign  bank  branches  and  agencies,  the  laws  of 
these  States  will  be  discussed  in  detail. 

KEW  YORK— AGENCIES  AND  BRANCHES  OE  FOREIGN  RANKS  GENERAL  REQUIREMENTS 

The  conditions  and  formalities  necessary  to  establish  an  agency  or  branch 
of  a  foreign  banking  corporation  in  New  York  State  are  largely  contained  in 
Sections  200  and  201  of  the  New  York  Banking  Law.'"  Section  200,  among 
other  requirements,  provides  that  a  foreign  banking  corporation  seeking  to 
establish  an  agency  must  file  with  the  superintendent  an  irrovocable  power 
of  attorney  appointing  the  superintendent  as  its  attorney  for  the  service  of 
process  In  any  action  or  proceeding  in  a  cause  of  action  arising  out  of  a  trans- 
action with  the  agency,  and  a  certificate  naming  the  person  to  whom  such 
process  shall  be  forwarded.1*  This  condition,  although  not  applicable  on  Its 
face  to  branches  of  foreign  banking  corporations,  is  nonetheless  Imposed  by 
the  Banking  Board  as  a  condition  to  tbe  establishment  of  such  branches," 

Section  201  of  the  Banking  Law  requires  a  foreign  banking  corporation  seek- 
ing to  open  an  agency  or  branch  to  file  an  application  containing  certain  speci- 
fied information.  Among  other  things,  this  provision  in  effect  requires  that  the 
assets  of  the  applying  foreign  banking  corporation  exceed  its  liabilities  by  at 
least  $1,000,000."  In  effect,  therefore,  the  applying  corporation  must  nave 
capitalization  of  at  least  $1,000,000  in  order  to  establish  a  branch  or  agency. 
The  application  must  be  approved  by  the  Banking  Board ;  tbe  foreign  corpora- 
tion will  thereupon  receive  a  license  for  its  agency  or  branch,  effective  for  one 
year,  which,  after  ten  consecutive  years  of  good  conduct,  may  be  extended 
indefinitely." 

In  addition,  foreign  banking  corporations,  whether  establishing  a  branch 
or  agency,  must  comply  with  Section  202-b(2)  of  the  Banking  Law,  which 
requires  any  foreign  banking  corporation  having  an  agency  or  branch  in  New 
York  to  hold  assets  in  New  York  Slate  in  an  amount  not  less  than  108  per  cent 
of  its  liabilities  in  New  York,  including  acceptances,  but  excluding  accrued 
expenses,  and  amounts  due  and  other  liabilities  to  other  offices,  agencies, 
branches,  or  wholly-owned  subsidiaries  of  such  corporation. 
Branches 

Branches  of  foreign  banking  corporations  in  New  York  may  buy,  sell,  or  col- 


■  California,  see  also  WashlnRton  BanHins  Law  j  30.42.110 

'=12   U.S.C.    I    lH13(fl)     il!!70). 

"Oil  Pin.  Code  (   175(5.2    [West  Supp.  1975). 

"  Arliona,   Conrirctlciil,    Klm-iilji.    Idiilio,    Town.    Maine,   Marylam 

Montana.  _\>k  .Its'.,-.  Ohh..  Khoo>  Island.  Texas.  Virginia,  ant]   \ 

"N.Y.  Bank.  Lnw,  IS  -'(">.  1M1  iJIcKlRiify  11*711.  A  complex 
ot  formtnjj  an  HKcney  or  brmu'li  hv  a  fiuvign  banking  corlxjfiitlini 
C.R.R.  Supervisory  Proci'dur.'  I'll  105  ,.  Api'li.aii.m  by  a  ^— »•-• ■ 
For  License  to  Oiien  nnd  Unlntaln  n   Branch  ur  Agency.") 

"Id,    I    200(3):    we    il1m>    N'.V.    Kildk.    Law    S    "i    (Ml'Klrincy    1 
■•See  3  N.Y.C.H.K..  Sup.  l'i'or.  CB  104  II   104.3(a)(6). 
"N.V.  Bank.  Law  |  201   (McKinney  1971). 


!y  Google 


lect  bills  of  exchange,"  issue  letters  of  credit,™  make  loans,"  receive  money  for 
transmission,*1  accept  deposits,-*  purchase  installment  indebtedness,**  make  se- 
cured advances  repayable  on  demand  to  an  amount  not  less  than  $5,000," 
engage  in  the  safe  deposit  business,*1  exercise  certain  limited  fiduciary  powers,™ 
and,  if  authorized  by  the  Superintendent  of  Banks,  operate  a  personal  loan 
department.*7  The  power  to  receive  deposits  and  exercise  fiduciary  powers  is, 
however,  conditioned  upon  reciprocal  treatment  of  New  York  banks  and  trust 
companies  by  the  country  under  whose  laws  such  foreign  banking  corporation 
is  authorized.** 

Since  branches  of  foreign  banks  exercise  full-service  banking  powers  similar 
to  those  of  a  State-chartered  New  York  bank,  the;  are  generally  subject  to 
the  same  regulations  as  State  chartered  banks. 

Foreign  banking  corporations  having  New  York  branches  are  required  to 
maintain  such  reserves  against  deposits  of  such  branches  as  are  required  of 
domestic  banks  and  trust  companies,"  and  are  subject  to  the  same  geographical 
restrictions  with  respect  to  additional  in-State  branches  as  domestic  banks  and 
trust  companies.10  The  statutory  rates  that  may  be  charged  on  loans  by  branches 
and  New  York  commercial  banks  are  also  identical,*1  and  branches  of  foreign 
banks  are  also  subject  to  the  interest  rate  limitations  imposed  on  New  York 
commercial  banks  by  Banking  Board  General  Regulation.11  Such  branches  are 
subject  to  examination  and  the  required  filing  of  reports  of  condition  ; B  further- 
more, loans,  purchases,  discounts,  extensions  of  credit,  and  acceptances  by 
such  branches  within  New  York  State  are  subject  to  the  same  limitations  (as 
to  amount  in  relation  to  capital  stock,  surplus  fund,  and  undivided  profits)  as 
are  applicable  to  banks  and  trust  companies  organized  under  the  laws  of  New 
York.  However,  the  so-called  "tending  limit''  of  each  branch  is  determined 
with  reference  to  the  capital  and  surplus  of  the  parent  foreign  corporation,  and 
not  jnst  to  the  assets  maintained  by  the  branch  in  New  York.** 

Foreign  banking  corporations  with  branches  in  New  York  are  also  required 
to  deposit  specified  types  of  high-grade  obligations  in  an  aggregate  amount  of 
not  less  than  $100,000  with  a  New  York  banking  Institution  of  Its  own  desig- 
nation which  has  been  approved  by  the  superintendent. "  The  superintendent 
may  require  the  total  amount  deposited  to  exceed  the  amount  "required  to 
conform  to  generally  accepted  banking  practices  In  the  State  of  New  York  as 
manifested  by  banks  in  the  area  in  which  the  branch  is,  or  is  to  be  located."  ™ 
The  purpose  of  this  provision  is  to  protect  depositors  of  the  branches  of  such 
foreign  corporation;  and  such  securities  immediately  become  the  property  of 
the  superintendent  upon  his  taking  possession  of  the  business  and  property  in 
New  York  pursuant  to  a  "lien,  charge,  right  of  set-off,  credit  or  preference 
In  connection  with  any  claim  of  the  depository  against  the  foreign  bank."  " 

A  New  York  branch  must  conduct  its  activities  as  a  separate  entity  and  its 
books,  assets  and  liabilities  must  be  maintained  separate  and  apart  from  the 
records,  assets  and  liabilities  of  the  head  office  or  any  other  branches  of  the 
bank.  Consequently  a  branch's  depositors  have  no  right  to  draw  on  their  ac- 
counts at  any  other  branch  or  main  office  of  the  bank  and  conversely,  de- 

« Id.,  3201. 
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posltors  at  the  main  office  or  any  other  branch  of  the  bank  have  no  right  to 
draw  on  their  accounts  at  the  New  York  branch. 

The  New  York  Banking  Law  adds  further  strength  to  the  separate  entity 
concept  of  the  branch  by  providing  in  Section  OOtWla)  that,  in  the  event  of 
liquidation,  creditors  of  the  New  York  branch  have  a  prior  claim  against  the 
New  York  branch  assets,  without  prejudice  10  their  right  to  share  in  other 
assets  of  the  bank.  An  additional  protection  Is  provided  by  Section  202-b(2) 
of  the  Banking  Law,  which,  as  previously  discussed,  requires  that  each  foreign 
banking  corporation  shall  hold  in  the  State  assets  of  not  less  than  108  percent 
of  the  aggregate  amount  of  liabilities  payable  at  or  through  its  branch  In  New 
York,  but  excluding  accrued  expenses  and  amounts  due  and  other  liabilities 
to  other  offices  or  branches  of,  and  wholly-owned  subsidiaries  of  such  foreign 
banking  corporation. 

The  separate  entity  concept  is  further  reinforced  by   the  imposition  of  re- 
serve,  usury,   lending  limit    and   deposit   interest   rate   limitations    described 
above,  as  well  as  through  the  examination  of  such  branches  as  if  they  were 
separately  incorporated  subsidiaries. 
Agencie* 

Agencies  are  authorized  to  buy,  sell  or  collect  bills  of  exchange,  issue  letters 
of  credit,  receive  money  for  transmission  abroad,  make  loans  and  maintain  for 
the  accounts  of  others  credit  balances,  incidental  to  or  arising  out  of,  the 
exercise  of  the  agency's  lawful  powers."  Unlike  branches,  however,  agencies 
are  specifically  prohibited  from  receiving  deposits  ™  or  exercising  fiduciary 
powers.10 

Agencies,  having  fewer  banking  powers,  are  also  subject  to  less  regulation, 
as  they  are  not  required  to  bold  reserves  or  observe  Interest  rate  limitations, 
are  not  subject  to  any  "lending  limits",  and  have  no  geographic  or  locational 
limitations.  They  also  do  not  have  to  make  the  "capital  equivalency"  deposit 
of  branches ;  they  are,  however,  subject  to  the  108  per  cent  domestic  asset 
requirement.  In  addition,  unlike  the  case  of  branches,  the  establishment  of  an 
agency  is  not  conditioned  upon  reciprocal  treatment  of  New  York  banks  by 
foreign  countries.  As  in  the  case  of  branches,  agencies  are  treated  as  separate 
entitles  and  are  subject  to  examination,"  and  their  parent  foreign  banking 
corporations  are  required  to  file  such  reports  as  may  be  prescribed  by  the 
Superintendent." 

CALIFORNIA— BRANCHES   AND  AGENCIES 

In  order  to  establish  a  banking  office  in  California,  whether  it  be  a  branch 
or  agency,  a  foreign  banking  corporation  must  obtain  a  license  from  the  super- 
intendent, and  must  observe  the  limitations  on  its  activities  prescribed  in 
!  1750  et  »eq.  of  the  Banking  Code.'3  It  must  first  comply  with  certain  orga- 
nizational pre requisi ties,  including  allocation  of  a  portion  of  its  capital  and 
surplus  to  the  branch  or  agency  equal  to  minimum  capital  requirements  Im- 
posed on  California  banks  at  that  location  and  must  deposit  half  that  amount 
or  $100,000,  whichever  is  greater,  with  the  State  Treasurer  for  the  faithful 
performance  of  all  obligations  entered  Into  In  California."  This  latter  deposit 
is  held  for  the  sole  benefit  of  the  creditors  of  such  corporation's  California 


California  imposes  a  strict  separate  entity  concept  on  branches  and  agencies 
which  is  expressed  in  a  governing  statute,  and  which  is  Implemented  not  only 
by  the  aforementioned  security  deposit  but  also  by  provisions  requiring  that 
assets  be  kept  separate,"  separate  books  and  records  be  maintained,"  preference 
be  given  to  California  creditors  on  California  assets,"  and,  if  deposits  are  re- 
ceived, California  assets  be  maintained  equivalent  to  108  percent  of  liabilities," 
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reserves  be  maintained  against  such  deposit?  as  may  be  required  of  California 
bank  and  trust  companies,9*  and  lending  limits  be  observed,  based  on  the  parent 
foreign  banks'  paid-op  capital  and  surplus." 

Branches  or  agencies  mar  transact  in  California  the  business  of  buying, 
Belling,  paying,  or  collecting  bills  of  exchange,  issuing  letters  of  credit,  receiv- 
ing money  for  transmission  by  draft,  check  cable  or  otherwise,  and  of  making 
loans.0  A  branch  or  agency  may  not  accept  deposits  in  California  unless  a 
U.S.  bank  could  maintain  a  branch,  agency,  or  wholly-owned  subsidiary  in  their 
home  country,™  and  unless  FDIC  insurance  is  obtained."  Since  the  latter  re- 
quirement is  legally  impossible,  there  is  no  full-scale  branch  operating  In  Cali- 
fornia at  this  time.  Branches  and  agencies,  however,  are  given  the  authority 
to  accept  deposits  from  a  foreign  State  and  certain  foreign  persons,  and  If  they 
do  so,  they  become  subject  to  most  of  the  same  provisions  of  California  law 
as  commercial  banks,  including  reserves  and  loan  limits,  and  maximum  interest 
rates." 

n.r mors — bkahches  ahd  agencies 

The  Illinois  "Foreign  Banking  Office  Act""  allows  a  foreign  bank  to  estab- 
lish one  full  service  commercial  banking  office,  whether  it  be  called  a  branch 
or  agency,  in  the  central  business  district  of  Chicago."  The  establishment  of 
such  an  office  is  conditioned,  however,  upon  the  foreign's  bank  host  country 
permitting  a  State  and  national  bank  to  establish  a  hanking  office  or  wholly- 
owned  banking  subsidiary  in  that  country." 

The  Illinois  law  parallels  the  New  York  law  to  a  great  degree,  as  foreign 
banking  offices  are  given  the  same,  but  no  greater,  rights  and  privileges  as  a 
State  bank,  and  except  as  otherwise  provided,  are  subject  to  the  same  duties, 
restrictions,  penalties  or  liabilities  now  or  hereafter  imposed  on  State  banks 
under  Illinois  law.1" 

The  separate  entity  concept  is  implemented  throughout  the  statute  as  such 
offices  are  supervised  and  examined  to  the  same  extent  as  State  banks,"1  must 
file  the  same  reports  as  State  banks,01  must  maintain  the  same  reserves  as  State 
member  banks,  **  must  observe  the  same  Interest  rate  limitations  as  a  State 
member  bank,™  must  deposit  securities  in  lieu  of  capital,**  mnst  maintain 
Illinois  assets  equal  to  108  percent  of  liabilities,™  must  satisfy  the  same  criteria 
for  organization  as  a  de  novo  State  bank,™  must  maintain  a  registered  agent 
for  service  of  process,"  and  have  a  perpetual  certificate,  which  remains  in  effect 
until  surrendered  or  revoked."*  In  contrast  to  New  York  and  California,  Illinois 
does  not  Impose  a  lending  limit  based  upon  the  parent  foreign  bank's  paid-in 
capital  and  surplus  ;  rather,  In  computing  the  assets  held  to  satisfy  the  108  per 
cent  of  liabilities  requirement,  not  more  than  10  per  cent  of  such  assets  may 
represent  the  total  obligations  of  any  one  person  to  such  foreign  bank."  Also, 
unlike  New  York  or  California,  no  preference  Is  given  to  Illinois  creditors  In 
the_caae  of  any  distribution  of  assets  pursuant  to  takeover  by  State  banking 
authorities.  If  the  Commissioner  does,  however,  take  possession  of  a  branch, 
the  securities  deposited  with  the  Commissioner  in  lieu  of  capital  must  be 
liquidated  and  distributed  to  depositors  (excluding  other  offices  or  wholly- 
owned  subsidiaries  of  the  foreign  bank)  of  the  branch  on  a  pro-rata  basis, 
irrespective  of  any  other  liens  or  claims  against  the  bank.70 
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NEW  YORK  INVESTMENT  COMPANIES 

Foreign  banking  corporations  have  also  chosen  to  do  business  in  New 
York  State  through  so-called  "investment  company"  subsidiaries  organized 
under  Article  12  of  the  New  York  Banking  law,  which  have  the  following 
general  lending  powers : 

"To  borrow  and  lend  money,  with  or  without  real  or  personal  security;  as 
principal  or  agent,  to  purchase,  discount,  acquire,  invest  in,  sell  and  dispose 
of  bills  of  exchange,  drafts,  notes,  acceptances  and  other  choses  in  action  and 
obligations  for  the  payment  of  money ;  and,  as  principal  or  agent,  to  purchase, 
acquire,  invest  in,  service,  sell  and  dispose  of,  and  make  loans  upon  the  security 
of,  bonds  and  mortgages  on  real  property  situated  in  this  state  or  outside  this 
state."  " 

Although  Investment  companies  cannot  receive  deposits  in  New  York  State, 
they  are,  like  agencies,  authorized  to  maintain  for  the  account  of  others  credit 
balances  Incidental  to  or  arising  out  of  the  exercise  of  their  lawful  powers.7* 
However,  with  the  approval  of  the  Banking  Board,  an  Investment  company 
may  be  authorized  to  receive  deposits  outside  New  York  State."  The  Banking 
Board  may  also  authorize  such  companies  to  act  as  financial  agents  and  de- 
positories for  the  United  States  government,7'  and  to  receive  funds  for  trans- 
mission between  the  United  States  and  foreign  countries.'0 

Investment  companies  are  also  authorized  to  deal  in  securities "  subject, 
however,  to  certain  limitations.  First,  such  companies  cannot  invest  more  than 
10  percent  of  their  capital  and  surplus  In  any  one  "moneyed  corporation"  and 
may  invest  a  total  of  no  more  than  30  per  cent  of  their  capital  and  surplus 
in  all  such  ''moneyed  corporations." "  Second,  investment  companies  cannot 
deal  In  their  own  securities.'6 

Finally,  an  Investment  company  having  paid-up  stock  of  at  least  $2,000,000 " 
may  "accept  bills  of  exchange  or  drafts  drawn  upon  it  payable  on  demand  or 
On  time  not  exceeding  one  year  from  the  date  of  acceptance,"  and  may  issue 
letters  of  credit  and  buy  and  sell  coin,  bullion,  and  exchange.*0 

Investment  companies  may  conduct  operations  In  New  York  free  from  many 
of  the  regulatory  restraints  applicable  to  branches  or  agencies,  or  State-char- 
tered subsidiaries.  For  example,  they  are  not  subject  to  the  "lending  limits" 
or  reserve  requirements  applicable  to  branches  or  State-chartered  bank  and 
trust  company  subsidiaries  of  foreign  banks.  Moreover,  although  an  investment 
company  must  submit  an  annual  report  of  condition  to  the  superintendent  ■ 
and  may  be  examined  by  the  superintendent,"  It  Is  not  subject  to  regular 
annual  examination  by  tbe  superintendent  unless  (1)  it  is  authorized  to  re- 
ceive deposits  outside  New  York  State,  (2)  a  bank,  trust  company  or  industrial 
bank,  or  any  two  or  more  of  sucli  organizations  collectively,  own  20  per  cent 
or  more  of  its  stock,  or  (3)  it  is  "affiliated  witli  a  corporate  banking  organiza- 
tion"." Since  foreign  banking  corporations  are  not  "banking  organizations"  as 
defined  in  the  banking  law,"  a  wholly-owned  investment  company  subsidiary 
of  a  foreign  banking  corporation,  not  authorized  to  receive  deposits  outside 
New  York,  would  appear  to  be  exempt  from  tbe  requirement  of  annual  examina- 
tion. 

Any  investment  company  which  is  exempt  from  annual  examination  by  virtue 
of  the  foregoing  provisions  may  also  establish  branches  *  and  change  the  lo- 
cation of  Its  principal  office  and  branch  offices  "  without  the  prior  approval  of 
the  Banking  Board,  by  giving  written  notice  of  the  establishment  of  such  branch 

"N.Y.  Banfc,  Law  8  608(1)    (HcKlnney,  1971). 


o  serve  In  connection  with  the  Rale  of  obligations  of  the  United  States. 
™ia.,   I  608(3)  (c). 
"Id.,  jB08<5). 
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or  such  change  in  location  to  the  superintendent  Moreover,  even  investment 
companies  ttiat  are  not  exempt  under  the  foregoing  provisions  ma;  (with 
prior  approval)  establish  branches  in  New  York  State  without  regard  to  the 
geographic  restrictions  applicable  to  State-chartered  banks  and  trust  com- 
panies, unless  such  restrictions  are  administratively  imposed  by  the  Banking 
Board.81 

Foreign  banking  corporations  may  find  investment  company  subsidiaries  de- 
sirable for  several  additional  reasons.  First,  Section  507  of  the  Banking  Law 
requires  each  investment  company  doing  business  in  New  York  to  keep  on  de- 
posit with  the  superintendent,  at  an  approved  depository,  certain  high-grade 
securities  in  an  aggregate  amount  of  only  $1,000."  Second,  only  one  of  the 
directors  of  an  investment  company  must  be  a  citizen  of  the  United  States  and 
a  sident  of  New  York."  Third,  with  the  approval  of  the  superintendent  and 
subject  to  such  regulations  as  may  be  issued  by  the  Banking  Board,1"  invest- 
ment companies  may  operate  foreign  branches,  which  may  exercise  all  the 
powers  permitted  such  companies,  and  "such  further  powers  as  may  be  usual, 
in  connection  with  the  transaction  of  the  business  permitted  by  [Article  12] 
in  the  place  where  such  foreign  branch  office  shall  transact  business."*1 

STATE-CHARTERED  SUBSIDIARIES 

A  foreign  bank  seeking  to  organize  or  acquire  a  State  bank  subsidiary  must, 
like  any  other  domestic  or  foreign  company,  obtain  the  Board's  approval  to 
become  a  bank  holding  company  under  J3(a)  (1)  of  the  Bank  Holding  Com- 
pany Act.  If  it  Is  organizing  a  dc  novo  bank,  the  foreign  bank  must,  of  course, 
first  obtain  a  charter  from  State  banking  authorities. 

In  acting  on  an  application  by  a  foreign  bank  to  acquire  a  U.S.  bank,  the 
Board  must  follow  the  same  procedures  and  consider  the  same  statutory 
factors  that  apply  in  the  case  of  any  other  holding  company  acquisition  of  a 
U.S.  bank.  Thus,  the  appropriate  State  banking  authority  is  given  thirty  days 
to  comment  on  the  application,  and  should  such  authority  file  a  written  dis- 
approval within  said  period,  the  Board  must  then  provide  a  hearing  on  the 
application  and  decide  the  application  on  the  basis  of  the  record  made  at 
such  hearing." 

The  Board  may  not  approve  any  such  acquisition  that  would  result  in  a 
monopoly,  or  which  would  be  In  furtherance  of  any  combination  or  conspiracy 
to  monopolize  or  attempt  to  monopolize  the  business  of  banking  in  any  part  of 
the  United  States,  or  whose  effect  in  any  section  of  the  country  may  be  to  sub- 
stantially lessen  competition,  or  to  tend  to  create  a  monopoly,  or  which  in  any 
other  manner  would  be  in  restraint  on  trade,  unless  it  finds  that  the  anti- 
competitive effects  of  the  proposed  transaction  are  clearly  outweighed  in  the 
public  interest  by  the  probable  effect  of  the  transaction  in  meeting  the  con- 
venience and  needs  of  the  community  to  be  served."  The  Board  must  also  take 
into  consideration  the  financial  and  managerial  resources  and  future  prospects 
of  the  foreign  bank  and  U.S.  bank  concerned,  and  the  convenience  and  needs 
of  the  community  to  be  served." 

To  date,  the  Board,  in  applying  these  standards,  has  not  had  reason  to  deny 
any  application  by  a  foreign  bank  to  acquire  a  U.S.  subsidiary  bank. 

If  a  foreign  bank  is  to  become  a  U.S.  bank  holding  company,  it  must,  of 
course,  comply  with  all  of  the  provisions  of  the  Bank  Holding  Company  Act. 
With  respect  to  its  U.S.  banking  operations,  this  means  first,  that  its  State 
subsidiary  bank  must  become  insured  with  the  FDIC."  The  State  subsidiary 
as  an  insured  bank  then,  of  course,  becomes  subject  to  a  panoply  of  federal 
as  well  as  State  laws  and  regulations  e.g.,  assessments  and  examination  by 
the  FDIC,  interest  rate  limitations,  restrictions  on  loans  to  affiliates,  the  Bank 


"Tie  Banking  Board  ban  no!  as  ret  nromnlenteri  regulations  hereunder. 

alN.T.  Bank.  Lnw  j  508(6]  (McKlnney  11171).  Tlie  statute  provides  howerer.  that  mi 
such  brunch  mnj  ".  .  .  enlace  In  thp  cenciMl  im-incss  nf  producing,  liisrvlhutinc.  buying 
or  selling  Roods,  wares,  or  merchandise,  nor,  except  with  respect  to  securities  Issued  by 
nnv  foreign  nalirm  "i-  inn-  ;ii;nn-v  (hereof  engage  or  participate,  directly  or  Indirectly, 
in  the  business  of  under wrltlnjt,  selling  or  dlBtribatlnB  securities." 

"12  U.S.C.   6  18421b)    (1(110), 

"12  U.S.C.  (1842(c)    (1070). 

"Id. 

«12  U.S.C.  {1842(e)    (1070). 
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Merger  Act,  and  the  FDIC'a  cease  and  desist  authority  under  the  Financial 
Institutions  Act  of  1966.  Secondly,  the  foreign  bank  must  thereafter  obtain 
Board  approval  to  (1)  acquire,  directly  or  indirectly,  more  than  5  percent  of 
the  shares  of  any  other  U.S.  bank,  (2)  acquire,  directly  or  indirectly,  all  or 
substantially  all  of  the  assets  of  another  U.S.  bank  (other  than  through  a 
merger  involving  its  subsidiary  bank),  or  (3)  merge  or  consolidate  with  any 
other  bank  holding  company."  Thirdly,  the  foreign  bank  will  not  be  able  to 
acquire  directly  or  indirectly  more  than  5  per  cent  of  the  outstanding  voting 
shares  of,  interest  in,  or  all  or  substantially  all  of  the  assets  of  any  additional 
bank  outside  of  the  State  where  it  has  organized  or  acquired  its  subsidiary 
bank  unless  the  acquisition  of  such  shares  or  assets  is  specifically  authorized 
by  the  statute  laws  of  the  f' tnte  in  which  such  additional  bank  la  to  be  located, 
by  language  to  that  effect  and  not  merely  by  implication."  Thus,  for  example,  a 
foreign  bank  with  a  subsidiary  in  New  York,  may  thereafter  only  enter  Cali- 
fornia or  Illinois  through  a  branch  or  agency  form  of  organization. 

Since  th>  multi-State  restrictions  of  the  Bank  Holding  Company  Act  do  not 
apply  to  the  branch  or  agency  operations  of  foreign  banks,  and  since  the  FDIC 
requirement  is  now  a  sine  qua  won  to  engage  In  retail  banking,  which  Is  gen- 
erally the  primary  reason  for  organizing  a  subsidiary  in  lieu  of  a  branch  or 
agency,  the  Bank  Holding  Company  Act  does  not  currently  have  a  significant 
Impact  on  the  U.S.  banking  operations  of  foreign  banks.  Of  more  Importance 
to  most  foreign  banks,  especially  those  which  have  interests  in  securities  com- 
panies in  the  U.S.,  is  the  fact  that  by  becoming  a  bank  holding  company,  a 
foreign  bank  also  becomes  subject  to  the  nonbanking  prohibitions  of  section  4 
of  the  Bank  Holding  Company  Act."  This  generally  means  that  such  a  foreign 
bank,  as  a  U.S.  bank  holding  company,  cannot  hold  or  acquire  more  than  a 
direct  or  indirect  5  percent  share  interest  in  a  U.S.  company,  unless  the  com- 
pany in  question  can  be  qualified  under  a  specific  exception  to  the  general  non- 
baking  prohibitions  of  section  4. 

A  foreign  bank  holding  company  is  thus  generally  limited  to  acquiring  share 
interests  in  U.S.  companies,  the  activities  of  which  the  Board  has  determined, 
under  section  4(c)  (8)  of  the  Act,™  to  be  so  closely  related  to  banking  or  man- 
aging or  controlling  banks  as  to  be  a  proper  incident  thereto.  Of  primary  im- 
portance to  many  foreign  banks  from  Europe  is  the  fact  that  the  Board,  in 
determining  proper  U.S.  activities  for  bank  holding  companies  under  this 
section,  has  applied  the  policies  of  the  Glass-Steagall  Act  and  has  not  de- 
termined investments  in  securities  companies  to  be  permissible  under  this  sec- 
tion.' Therefore,  a  foreign  bank  with  a  U.S.  bank  subsidiary  may  not  have 
greater  than  a  5  percent  ahare  interest  in  a  U.S.  securities  company. 

Since  the  nonbanking  prohibitions  of  section  4  of  the  Bank  Holding  Company 
Act  extend  to  both  the  domestic  and  foreign  shareholdings  of  bank  holding 
companies,  many  foreign  banks  have  thought  that  by  becoming  U.S.  bank 
holding  companies,  the  Board  wonld  exercise  control  over  their  foreign  non- 
banking  activities  and  shareholdings.  Congress,  however,  did  not  intend  to 
impose  this  country's  ideas  of  banking  on  other  countries  and  thus  anticipated 
this  problem  first,  by  enacting  section  2(h)  of  the  Bank  Holding  Company  Act' 
which  exempts  from  the  prohibitions  of  section  4,  shares  of  any  company 
organized  under  the  laws  of  a  foreign  rountry  that  does  not  do  any  business 
within  the  U.S.,  if  such  shares  are  held  or  acquired  by  a  bank  holding  com- 
pany that  Is  principally  engaged  in  the  banking  business  outside  the  U.S.,  and 
secondly,  by  giving  the  Board  the  discretionary  authority  in  section  4(c)  (9) 
of  the  Act1  to  exempt  tbe  shareholdings  of  foreign  bank  holding  companies 
from  the  prohibitions  of  section  4,  if  the  Board,  by  regulation  or  order,  de- 
termines that  the  exemption  would  not  be  substantially  at  variance  with  the 
purposes  of  the  Bank  Holding  Company  Act  and  would  be  in  the  public  interest. 
While  the  statutory  exemption  for  foreign  shareholdings  in  section  2(h)  Is 
limited  to  foreign  banking  organizations  that  become  bank  holding  companies, 
the  broader  regulatory  exemption  in  section  4(c)(9)  applies  to  the  sharehold- 
ings of  any  foreign  company  which  becomes  a  bank  holding  company. 


"12  U.8.C.   I  1842(d)    (10TO). 
"12  U.S.C.  I  1843  (1970). 

"12  U.S.C.  11843(c)(8)    (19T0). 

■See  generally   12  CfB   225.125    (1675).    See   also    Banco  D1   noma   dec] si  .n   discussed 

""12  D.8.C.  11841(b)    (1970). 
•  12  U.S.C.  I  1843(C)(B). 
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The  Board  has  Implemented  Its  authority  under  section  4(c)  (9)  by  adopting: 
regulations  designed  to  prevent  the  uonbanking  prohibitions  of  section  4  of  the 
Bank  Holding  Company  Act  from  unnecessarily  interfering  with  the  essentially 
foreign  activities  and  shareholdings  of  foreign  banks.*  Thus,  a  foreign  bank 
holding  compay,  which  is  defined  in  the  Board's  regulations  to  mean  a  bank 
holding  company  organized  under  the  laws  of  a  foreign  country,  more  than 
half  of  whose  consolidated  assets  are  located,  or  consolidated  revenues  de- 
rived, outside  the  United  States'  may:  (1)  engage  in  direct  activities  of  any 
kind  outside  the  U.S.;  (2)  engage  in  direct  activities  in  the  U.S.  that  are 
incidental  to  its  activities  outside  the  U.S.;  (3)  own  or  control  voting  shares 
of  any  company  that  is  not  engaged,  directly  or  indirectly,  in  any  activities 
in  the  U.S.  except  as  shall  be  incidental  to  the  International  or  foreign  busi- 
ness of  such  company;  (4)  with  the  consent  of  the  Board,  own  or  control  vot- 
ing shares  of  any  company  principally  engaged  in  the  United  States  in  financing 
or  facilitating  transactions  in  international  or  foreign  commerce;  (5)  own  or 
control  voting  shares  of  any  company,  organised  under  the  laws  of  a  foreign 
country,  that  is  engaged,  directly  or  indirectly,  in  any  activities  in  the  United 
States  if  (a)  such  company  is  not  a  subsidiary  of  such  bank  holding  company, 
(b)  more  than  half  of  such  company's  consolidated  assets  and  revenues  are 
located  and  derived  outside  the  United  States,  and  (c)  such  company  does  not 
engage,  directly  or  indirectly,  in  the  business  of  underwriting,  selling  or  dis- 
tributing securities  in  the  United  States;  and  (6)  own  or  control  voting  shares 
of  any  company  In  a  fiduciary  capacity  under  circumstances  which  wonld  en- 
title such  shareholding  to  an  exemption  under  section  4(c)  (4)  of  the  Act  if  the 
shares  were  held  or  acquired  by  the  bank.' 

A  foreign  bank  holding  company  that  is  of  the  opinion  that  other  activities 
or  investments  may,  in  particular  circumstances,  meet  the  conditions  for  an 
exemption  under  section  4(c)  (9)  of  the  Bank  Holding  Company  Act  may  apply 
to  the  Board  for  such  a  determination.7 

Since  most  of  the  regulatory  exemptions  are  automatic,  the  Board  has  not 
had  very  many  occasions  to  consider  applications  by  foreign  bank  holding  com- 
panies under  section  4(c)  (9).  The  two  exemptions  that  have  received  the  most 
Board  consideration  are  §  225.4(g)  (2)  (iv)  of  Regulation  Y,  which  requires 
that  prior  Board  consent  be  obtained  before  a  foreign  bank  holding  company 
own  or  control  voting  Bhares  of  any  company  principally  engaged  in  the  U.S. 
in  financing  or  facilitating  transactions  in  International  or  foreign  commerce, 
and  |225.4(g)(3),  under  which  a  foreign  bank  holding  company  may  file  for 
a  specific  exemption. 

The  Board  imposed  a  prior  consent  requirement  on  these  latter  two  exemp- 
tions because  they  generally  do  not  involve  a  question  of  the  extraterritorial 
impact  of  the  Act  on  the  foreign  operations  or  investments  of  a  foreign  bank 
holding  company,  but  rather  generally  involve  the  question  of  whether  a  foreign 
bank  holding  company  should  be  permitted  to  acquire  the  shares  of  a  domestic 
corporation  which  could  not  otherwise  be  acquired  under  section  4(c)(8)  of 
the  Act.  The  Board,  In  its  decisions  under  these  exemptions,  has  been  partic- 
ularly concerned  that  such  investments  be  consistent  with  the  purposes  of 
the  Bank  Holding  Company  Act,  and  not  give  foreign  banking  institutions 
competitive  advantages  in  the  United  States  over  domestic  banking  institu- 
tions. Thus,  the  Board  has  denied  domestic  Investments  by  foreign  bank  holding 
companies  under  section  4(c)(9)  in  companies  engaged  in  commercial,'  securi- 
ties,* and  other  nonbaking  activities'"  which  are  not  permissible  for  domestic 
bank  holding  companies  under  the  Bank  Holding  Company  Act,  or  which  do 
not  accord  with  the  purposes  of  section  4(c)(8),"  and/or  which  wonld  give 
foreign  hank  holding  companies  competitive  advantages  over  domestic  bank 

1   *  t  225.4(g)  of  the  Board's  Regulation  Y,   12  CFR  S  223.4(e)    (19T5). 

'12  CFR  |  225.4  (fi  )<1  Mill)    (1075). 

•12  CFR  |  225.4(B)(2)    (1975. 

'12  CFR  (225.4(b)(3)    <1B75). 

"See  Board  Order  ot  February  7.  1072  (187!  Bulletin  312).  denying  Banqne  National*. 
de  Paris-  Investment  in  Indremat  Equipment  Corporation,  and  Board  Order  of  January 
(V  1(174  (1074  Hiilli'ttn  1  :;;*).  rlcriviiiK  I-1(iv(1h  ISiink  I.td.'s  retention  of  it-!  iTm'slmeins  In 
Drake    America    C<jn'»r:s1:f>ii,    iin.i    Drake    Alnerir.fi    f'oriiiTiltion    (P.R.I. 

•See  Board  Order  of  September  28,  1072  (1872  Bulletin  040)  denying  Banco  di 
Roma's  proponed   retention  of  its  In  vestment   In    Buropartn*rn  Securities  Corporation. 

"So)  Board  Order  of  December  (!,  107:!  (1974  Bulletin  5S).  denying  The  Royal  Trust 
Company's  application  to  permanently  acquire  Informotoin  Systems  Design  Inc. 

"  See  Board  Order  of  May  30,  1975  ( F.R.  ).  denying  Bank  of  Tokyo's  appli- 
cation to  acquire  Tokyo  Bancorp  International    (Houston)    Inc. 
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holding  companies.  The  Board  lias  approved  Investments  by  foreign  hank  hold- 
ing companies  under  section  4(c)(9)  in  companies  engaged  in  international 
financing  activities,'1  and  in  leasing  and  investment  activities  of  a  type  permis- 
sible for  a  domestic  bank  holding  company  under  section  4(c)  (8).u  The  Board 
has  also  approved  a  foreign  bank  holding  company's  investment  in  a  New 
York  Investment  Company  under  section  4(c)(9),'*  after  first  ruling  that  the 
company  was  not  a  "bank"  under  the  Act" 

REPORTING  REQUIREMENTS 

As  a  bank  holding  company,  a  foreign  bank  must  register  with  the  Board" 
and  file  such  reports  as  the  Board  may  require  under  the  Act."  The  Board 
requires  specific  annual  reports  for  foreign  bank  holding  companies,  which  re- 
quire, among  other  information,  current  financial  reports  for  all  of  its  U.S. 
hanking  operations,"  a  copy  in  English  of  its  latest  annual  report  (including 
consolidated  balance  sheets  and  income  statements  of  the  foreign  hank)," 
copies  of  reports  filed  by  the  foreign  bank  or  its  subsidiaries  with  the  Securi- 
ties and  Exchange  Commission,10  and  certain  other  financial  data  for  the 
foreign  bank  and  its  U.S.  nonbanklng  subsidiaries."  It  must  in  addition  list 
(1)  the  name  and  address  of  any  shareholder  that  directly  or  indirectly  owns, 
controls,  or  holds  with  power  to  vote  more  than  5  per  cent  of  the  shares  of 
the  foreign  bank,"  (2)  the  directors,  trustees,  partners,  or  persons  exercising 
similar  functions,  and  principal  officers  of  the  foreign  hank  showing  certain 
required  information,"  and  (3)  each  U.S.  company  (bank  or  nonhank)  other 
than  subsidiaries,  which  the  foreign  hank  directly  or  indirectly  owns,  controls, 
or  holds  with  power  to  vote,  5  percent  or  more  of  the  outstanding  voting  shares 
and  the  number  and  percentage  of  shares  held.11 

NATIONAL  BANS  SUBSIDIARIES 

There  is  no  provision  In  the  National  Bank  Act  which  prohibits  a  foreign 
bank  from  acquiring  a  national  bank  subsidiary.  However,  it  appears  that  only 
a  limited  number  of  foreign  banks  have  chosen  this  route  because  of  the 
statutory  requirement  that  all  directors  of  a  national  bank  be  citizens  of  the 
United  States,**  and  perhaps,  because  of  the  requirement  that  all  national 
banks  be  members  of  the  Federal  Reserve  System." 

Any  foreign  bank  seeking  to  organize  a  new  national  bank  would,  of  course, 
have  to  obtain  a  charter  from  the  Comptroller  of  the  Currency,  and  also  be 
approved  as  a  bank  holding  company  by  the  Board  under  §  3  of  the  Bank 
Holding  Company  Act.  A  foreign  bank  seeking  to  acquire  control  of  an  exist- 
ing national  bank  would  only  have  to  obtain  Board  approval  under  the  Bank 
Holding  Company  Act,  although,  under  that  Act,  the  Comptroller  could  recom- 
mend disapproval  of  the  transaction,  and  require  that  a  hearing  be  held  on  the 
application.  The  requirements  of  the  Bank  Holding  Company  Act  and  how  they 
would  affect  a  foreign  bank's  operations  in  the  U.S.  are  discussed  in  the  im- 
mediately preceding  section. 

There  is  currently  no  provision  in  the  National  Bank  Act  which  would  per- 
mit a  foreign  bank  to  establish  a  federally-chartered  branch  in  the  United 
States. 

"See  Board  Order  of  January  9.  1974    (1974   Hnlli 
I.td.'K  retention  of  He  Investments  In  Balfour.  WHllar 

«  See  Foard  Order  of  February  7.  1972 
Nationals  de  Pari*1  Investment  in  French  An 
U.8.  CorporBHop,  and  Board  Order  of  Janaa 
Lloyds   Bank  Ltd. "a   retention    of   Its   investo 

»8ee   Board   Order   of   February    7,    11)72    (1972    Bulletin    312),    api 
Rationale  de  Paris'  investment  In  French  American  Banking  Corporation 


'•12  D.S.C.   I  1844(a)    1970). 


"Id.,  Item  3. 

=«12  U.S.C.   !  72    (1970). 

"12  U.S.C.   1722    (1970). 
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Edge  Act  Corporations  are  chartered  by  the  Board  under  section  26(a)  of 
the  Federal  Reserve  Act "  to  engage  In  international  banking  and  financing 
activities,  and  other  International  or  foreign  financial  operations  at  locations 
In  the  United  States,  or  to  engage  in  banking  or  other  financial  operations  in 
a  dependency  or  insular  possession  of  the  United  States,  either  directly  or 
through  the  agency,  ownership,  or  control  of  local  institutions  in  foreign  coun- 
tries or  in  such  dependencies  or  Insular  possessions.  While  five  or  more  natural 
persons  may,  with  the  Board's  approval,  form  such  corporations,  they  are  al- 
most all  owned  by  the  larger  U.S.  banking  organization  in  order  to  engage  in 
international  banking  and  financing  activities  at  locations  throughout  the 
country,  and  to  hold  investments  in  foreign  banking  and  financing  corporations 
organized  and  located  in  foreign  countries. 

Since  a  majority  of  the  shares  of  an  Edge  Act  Corporation  must  at  all  times 
be  owned  and  held  by  citizens  of  the  United  States,  by  corporations  the  eon- 
trolling  interest  in  which  is  owned  by  citizens  of  the  United  States,  chartered 
under  the  laws  of  the  United  States  or  of  a  State  of  the  United  States,  or  by 
firms  or  companies  the  controlling  interest  in  which  is  owned  by  citizens  of 
the  United  States,38  a  foreign  bank  may  not  acquire  a  majority  interest  in  an 
Edge  Act  Corporation.  While  a  foreign  bank  could  acquire  a  minority  interest 
in  an  Edge  Act  Corporation,  the  requirement  that  all  directors  of  an  Edge 
Act  Corporation  be  citizens  of  the  United  States  frustrates  that  choice.™ 

Unlike  U.S.  commercial  banks,  which  must  structure  their  operations  and 
investments  to  comply  with  the  investment  hanking  prohibitions  of  the  Glass- 
Steagall  Act  "  and  the  noubauking  prohibitions  of  the  Bank  Holding  Company 
Act,  many  foreign  banks  have  the  authority  under  their  home  country  to  char- 
ter to  engage  in  securities  transactions  as  brokers,  dealers,  underwriters,  in- 
vestment companies,  and  Investment  advisers.  For  example,  the  Federal  Re- 
public of  Germany  and  Switzerland  require  brokerage  to  be  done  by  banking 
institutions.  In  France  and  Italy  brokerage  is  done  by  banks  as  a  matter  of 
business  practice.  In  Belgium,  Japan,  and  the  United  Kingdom,  however,  bank- 
ing and  brokerage  functions  are  segregated. 


A  foreign  bank  thus  will  often  wish  to  organize  or  invest  in  a  U.S.  broker/ 
dealer  because  its  foreign  customers  with  U.S.  affiliates  expect  the  foreign 
bank  to  provide  the  same  services  in  the  U.S.  that  are  available  in  the  home 
country  or  elsewhere  in  the  world.  A  foreign  bank  which  decides  to  make  such 
an  investment  and  also  maintain  a  commercial  banking  facility  or  investment 
in  the  U.S.  has  several  ways  of  accomplishing  both  of  its  objectives. 

A  foreign  bank  may  establish  a  commercial  branch,  agency,  or  New  York 
Investment  Company  subsidiary  and  at  the  same  time  acquire  a  controlling 
interest  in  a  U.S.  broker/dealer  free  of  the  prohibitions  of  the  Bank  Holding 
Company  Act  and  the  Glass-Steagall  Act.  The  former  does  not  apply  because 
none  of  the  three  entities  is  a  "bunk''  under  the  Act  and  the  foreign  bank  thus 
does  not  become  a  bank  holding  company.  The  latter  does  not  apply  because 
none  of  the  three  entitles  is  a  member  bank. 

A  foreign  bank  that  does  not  want  to  go  the  route  of  establishing  its  own 
commercial  banking  facility  may  nevertheless  wish  to  have  a  noncon  trolling 
interest  in  a  U.S.  bank,  and  at  the  same  time  invest  in  a  U.S.  broker  dealer 
which  engages  in  extensive  investment  banking  activities.  If  a  foreign  bank 
makes  a  non-controlling  interest  in  a  non-member  State  Bank,  it  is  again 
free  of  both  the  Bank  Holding  Company  Act  and  the  Glass-Steagall  Act,  and 
may  thus  have  a  controlling  interest  in  a  U.S.  broker/dealer.  This  situation 
arises  because  a  foreign  bank  does  not  become  a  bank  holding  company  if  it 
does  not  acquire  control  of  a  U.S.  bank,  and  the  Glass-Steagall  Act  applies  only 
to  the  shareholders  of  member  banks. 

"12  U.8.C.   (AH  *t  seq.    (1970). 
»12  U.S.C.   IfllB   (1970). 
"12  U.S.C.   IBM    (1870). 
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A  foreign  bank  desiring  to  have  a  non-controlling  interest  in  a  national  or 
State  member  bank  and  a  controlling  interest  in  a  U.S.  broker/dealer  must, 
however,  structure  its  investments  more  carefully,  since  a  member  bank  is 
subject  to  the  Glass-Steagall  Act.  Under  section  20  of  the  Glass- St ea gall  Act," 
a  member  bank  cannot  be  affiliated  in  any  manner  described  in  section  2(b) 
of  the  Act™  witii  a  company  principally  engaged  in  certain  prescribed  invest- 
ment banking  activities.  The  provisions  of  section  2(z)  of  the  Glass-Steagall 
Act  are  designed  to  prevent  a  member  bank  and  U.S. /dealer  from  being  subject 
to  common  control  by  the  same  group  of  persons.  Thus,  the  majority  share- 
holders of  a  member  bank  cannot  directly  or  indirectly  control  a  U.S.  broker/ 
dealer.  A  foreign  bank  thus  cannot  have  a  controlling  interest  in  a  U.S.  broker/ 
dealer  and  a  non-controlling  interest  in  a  U.S.  member  bank  if  (1)  other  share- 
holders of  the  broker/dealer  are  shareholders  of  the  same  member  bank,  and 
(2)  such  shareholders  together  with  the  foreign  bank,  own  or  control  a  majority 
of  tbe  shares  of  the  same  member  bank.  In  addition,  a  foreign  bank  cannot 
even  have  a  minority  interest  in  a  U.S.  broker/dealer  and  a  minority  interest 
in  a  member  bank  if  (1)  other  shareholders  of  the  broker/dealer  are  share- 
holders of  the  member  bank,  and  (2)  such  shareholders,  together  with  the 
foreign  bank,  control  the  U.S.  broker/dealer  and  the  member  bank. 

A  foreign  bank  which  seeks  to  organize  a  U.S.  subsidiary  bank,  or  acquire 
control  of  an  existing  U.S.  bank  must  apply  to  become  a  bank  holding  com- 
pany. Under  g  4(a)  (2)  of  the  Bank  Holding  Company  Act,™  it  must  divest  of 
all  its  nonbanking  investments  in  the  U.S.  within  two  years  of  the  date  it  be- 
comes a  bank  holding  company  unless  such  investments  qualify  for  an  exemp- 
tion under  section  4  of  the  Act.  The  Board  may  extend  the  two-year  divestiture 
period  a  year  at  a  time,  although  no  such  estensions  may  exceed  five  years 
from  the  date  a  foreign  bank  becomes  a  bank  holding  company.** 

In  1972,  Banco  di  Roma,  Rome,  Italy,  applied  to  become  a  bank  holding  com- 
pany and  at  the  same  time  sought  the  Board's  permission  to  retain  its  one-third 
interest  in  EuroPartners  Securities  Corporation,  a  securities  company  located 
In  New  York  which  is  a  member  of  several  regional  exchanges.  The  Board  has 
never  authorized  domestic  bank  holding  companies  to  acquire  more  than  5  per 
cent  of  the  shares  of  a  U.S.  broker/dealer  because  the  Board  has  consistently 
applied  the  policies  of  the  Glass-Steagall  Act  to  bank  holding  companies.06  As 
a  foreign  bank  holding  company.  Banco  di  Roma  sought  a  specific  exemption 
under  the  discretionary  provisions  of  section  4(c)(8)  of  the  Act.  The  Board, 
however,  denied  Banco  di  Roma's  request  because  it  felt  approval  would  give 
Banco  diRoma  a  competitive  advantage  over  other  U.S.  banking  organizations. 
Thus,  a  foreign  bank  is  currently  prohibited  from  having  a  subsidiary  U.S. 
bank  and  a  U.S.  broker/dealer  affiliate,  a  prohibition  which,  of  course,  extends 
to  all  bank  holding  companies  domestic  or  foreign. 

THE  IMPACT  OF  THE  OLA68-STEAGALL  ACT 

The  Glass-Steagall  Act  generally  prohibits  national  and  State  member  banks 
from  directly  engaging  in  or  being  affiliated  with  any  company  that  principally 
engages  in  certain  prescribed  securities  activities.  Under  section  16  of  tbe 
Glass-Steagall  Act,  a  national  and  State  member  bank  ™  is  generally  proscribed 
from  dealing  in  securities  and  stock  for  its  own  account,  from  underwriting 
any  issue  of  securities  or  stock,  or  from  purciiasing  for  its  own  account  any 
shares  Of  stock  or  any  corporation,  although  certain  specific  statutory  excep- 
tions have  been  made  to  these  prohibitions.  Under  section  20  of  the  Act,  a  na- 
tional or  State  member  bank  cannot  be  affiliated  in  any  manner  described  in 
section  2(b)  of  the  Act  with  a  company  "principally  engaged"  in  certain  in- 
vestment banking  activities,  and  under  section  32  of  the  Act  personnel  inter- 
locks between  member  banks  and  companies  "primarily  engaged"  in  certain 
investment  banking  activities  are  also  proscribed. 

A  foreign  bank  thus  could  not  acquire  control  of  both  a  member  bank  and 
a  U.S.  broker/dealer  because  of  the  prohibitions  of  the  Glass-Steagall  Act. 

"12  U.S.C.   1377    (1970). 
'■'Tl   U.S.C.   4  2-21a    ilOTM). 
w  1?   U.S.C.   S  l*4:iia)<2i    i  10701. 
"13  U.S.C.   f  1R45I6)    nS70j. 
"See  12  CFB  I  225.12B    (1975). 

■The  provinlons  of  section  In  of  the  ainM-Steagnll  Act  are  applied  to  State  member 
banks  under  12  U.S.C.   1335   (1970). 
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Senator  Stevenson.  The  Federal  Deposit  Insurance  Corporation 
takes  the  view  that  the  FDIC  coverage  shouldn't  be  made  mandatory 
because,  as  the  Chairman  says,  the  risks  are  substantial. 

Why,  Governor,  you  ■would  nonetheless  recommend  mandatory 
FDIC  coverage? 

Mr.  Mitchell.  Let  me  say,  Senator,  that  the  Board  has  been 
asked  by  the  House  of  Representatives  to  prepare  a  comment  on 
Mr.  Wille's  comment  on  insurance.  I  haven't  seen  that  comment 
and  I  don't  believe  it  is  prepared  yet.  But  the  way  I  would  answer 
the  question  would  be  as  follows. 

Today,  foreign  banking  institutions  own  approximately  $56  bil- 
lion in  United  States  assets.  Of  this  $56  billion,  $26  billion  is  in 
agencies,  and  about  $3  billion  in  investment  companies.  So  let's  say 
you  have  about  $30  billion  out  of  the  $56  billion  in  investment  com- 
panies and  agencies.  These  do  nothing  but  a  wholesale  business. 
If  they  had  insurance  there  would  never  be  any  significant  claims 
against  that  insurance,  even  if  they  failed,  because  most  of  their 
accounts  are  in  very  large  amounts  with  very  few  customers. 

So,  in  those  cases,  the  virtue  of  insurance  is  to  provide  competitive 
equality.  It's  the  insurance  assessment  that  counts.  It  provides  com- 
petitive equality  between  the  U.S.  bank  that  has  to  pay  insurance 
assessments  on  its  liabilities  and  which  is  competing  with  these 
agencies.  Even  if  80  percent  of  a  U.S.  bank's  deposits  are  not  in- 
sured, it  still  has  to  pay  a  premium  on  the  entire  deposit  complex. 

If  you  look  at  the  total  assets  held  by  agencies  and  investment 
companies  and  estimate  earnings  of  about  $250  million  on  those 
assets,  then  the  assessment  on  that  $250  million  of  earnings  would 
amount  to  about  $2.5  million.  That  is  the  kind  of  number  you're 
talking  about.  It's  not  a  very  big  number  against  the  estimated 
earnings.  Maybe  it  is  competitively  insignificant,  but  that  is  the 
only  argument  I  know  of  for  imposing  an  insurance  requirement 
on  agencies  and  New  York  investment  companies. 

Now,  when  we  come  to  subsidiaries,  of  which  they  make  up  $10 
billion  of  the  total,  these  are  presently  insured.  So  that  leaves  us 
with  branches. 

The  argument  on  branches  goes  this  way.  In  the  world  today,  the 
preferred  status  of  a  multinational  bank  is  a  branch.  U.S.  banks, 
for  example,  have  750  branches  abroad.  They  have  only  about  50 
banking  subsidiaries.  The  advantage  of  the  branch  is  that  it  is  a 

Eart  or  the  parent  bank.  The  parent  bank  has  to  stand  behind  that 
ranch  without  any  equivocation.  It  is  a  part  of  that  bank.  The 
branch  can't  fail  unless  the  parent  fails.  So  most  foreign  authorities 
would  much  prefer  that  it  be  a  branch  rather  than  a  subsidiary. 

There  is  an  issue  involved  here,  that  is,  whether  a  bank  should 
stand  behind  its  wholly  owned  subsidiary.  My  belief  is  that  most 
banks,  and  the  record  as  far  as  I  can  see  is  without  exception,  have 
stood  behind  their  subsidiaries,  so  long  as  the  bank  itself  survived. 

So  maybe  this  is  an  artificial  distinction  between  a  branch  and  a 
subsidiary.  In  any  event,  being  able  to  insure  the  branches  is  being 
able  to  offer  an  incentive  for  generating  retail  deposits. 

Most  U.S.  banks  feel  that  it  is  impossible  to  generate  retail  de- 
posits without  insurance.  I  see  no  great  problem  in  insuring  deposits 
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in  branches;  I  don't  see  any  greater  problem  than  I  do  in  insuring 
them  in  a  wholly  owned  subsidiary. 

There  have  been  some  legal  contrivances  introduced  into  this 
problem.  In  New  York,  I  think  they  require  108  percent  of  branch 
deposit  liabilities  to  be  in  the  form  of  U.S. -denominated  assets  or 
U.S.-located  assets.  There  are  also  sequestered  amounts,  a  security 
deposit  of  some  amount,  that  is  maintained  by  a  branch  in  lieu  of 
capital. 

But  really,  the  greatest  insurance  against  liability  problems  with 
branches  and  agencies  is  in  admittance  standards.  A  foreign  bank 
should  not  be  admitted  to  the  United  States  unless  it  is  very  well 
established,  has  the  backing  of  its  central  bank,  and  has  a  long 
record  of  performance. 

So  I  think  that  the  insurance  issue  perhaps  has  absorbed  more 
attention  than  it  ought  to,  on  the  basis  of  this  kind  of  an  analysis. 
T  see  no  objection  to  branches  being  insured. 

If  you  are  not  going  to  insure  agencies  then  that  may  give  them 
a  little  competitive  edge.  It  is  not,  however,  going  to  affect  the 
public. 

Senator  Stevenson.  Thank  you. 

Senator  McIntyre.  A  vote  is  now  in  progress.  Senator  Stevenson, 
are  you  going  to  return  after  the  vote? 

Senator  Stevenson.  I  can't,  Mr.  Chairman. 

Senator  McIntyre.  All  right.  I  will.  I  am  going  to  go  with  ques- 
tions until  they  give  the  halfway  mark.  Then  I  will  return  and  we 
will  try  to  get  a  few  more  questions  in. 

But  we  will  have  to  quit  at  11:45  when  the  next  vote  comes,  or 
maybe  it  will  be  before  then.  I  want  to  announce  that  Congressman 
Rees  has  agreed  to  come  tomorrow  at  1 :30. 

Mr.  Secretary,  apart  from  consideration  of  monetary  policy,  what 
other  public  policy  considerations  require  Federal  legislation  at  this 
time? 

Two  obvious  questions  come  to  mind.  One,  the  Federal  Reserve 
is  ostensibly  pursuing  a  policy  of  national  treatment  or  mutual  non- 
discrimination. 

If  that  is  so,  how  can  the  Fed  justify  mandatory  Fed  member- 
ship? Mandatory  Fed  membership  is  not  required  of  State-chartered 
banks  in  this  country,  and  I,  for  one,  simply  do  not  understand 
how  we  could  impose  such  a  requirement  on  foreign  banks  without 
it  being  out  and  out  discriminatory. 

There  may  be  many  good  reasons  why  foreign  banks  would  want 
to  be  inescapable — requiring  them  to  do  so  is  imposing  on  them  a 
burden  which  we  simply  do  not  impose  on  our  own  banks. 

Would  you  please  comment?  Is  it  not  possible  to  give  the  Fed 
additional  authority  over  reserves  short  of  mandatory  Fed  member- 
ship sufficient  to  meet  the  concern  that  the  Fed  has  over  the  impact 
of  foreign  banking  activity  on  monetary  policy? 

That  is  a  long  question.  See  what  you  can  do  with  it. 

Mr.  Gardner.  It  is  a  very  good  question,  Mr.  Chairman. 

No.  1,  it  is  monetary  and  credit  policy  and  regulation  that  regu- 
lates oversight,  that  membership  in  the  Fed  would  bring. 

It  is  also  possible  in  my  judgment  to  do  this  without  requiring, 
if  we  do  set  specified  reserves  for  nonmember  banks,  which  we  do 
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not  do  now,  it  is  possible  to  do  this  for  foreign  banks  and  it  would 
be  very  close  to  obtaining  the  same  result. 

So,  I  think  the  question  is  very  perceptive  and  I  think  you  could 
devise  a  foreign  bank  reserve  requirement  system  that  would  bring 
in  the  advantages,  direct  advantages  of  Fed  membership  if  it  were 
made  optional.  Membership  in  the  Fed  also  contains  a  number  of 
other  advantages:  an  authority  to  use  the  discount  window,  an  au- 
thority to  clear  checks  and  what  have  you.  Those  are  optional 
features  that  many  of  our  domestic  banks  do  not  avail  themselves 
of.  In  effect  you  would  be  doing  a  major  job  if  you  would  agree  in 
the  bill  to  specify  certain  reserves  for  banks  commensurate  with 
the  reserves  required  of  member  banks.  I  think  it  could  be  worked 
out  that  way. 

There  is  one  point  on  reciprocity  I  would  like  to  make.  Reciprocity 
abroad  should  be  viewed  in  the  context  of  what  our  750  banks  do 
abroad.  What  they  do  is  principally  deal  with  U.S.  dollars.  They 
don't  deal  as  much  in  local  currencies  as  they  do  in  U.S.  dollars. 

Now,  we  don't  really  care  in  this  country  for  monetary  policy  or 
credit  policy  reasons  what  the  foreign  banks  do  in  yen  or  lira  or 
pounds.  But  when  they  come  to  our  country  they  typically  deal  in 
our  currency.  Our  currency  is  very  important  to  our  own  monetary 
and  credit  policies.  So  I  want  to  suggest  that  reciprocity  as  it  ap- 
pears abroad  may  be  a  little  something  different  from  what  it  really 
is  because  in  most  countries  abroad,  the  foreign  governments  are 
perfectly  willing  to  let  our  banks  deal  in  dollars,  which  is  unique. 
There  is  no  other  banking  system  that  has  as  its  national  currency, 
as  I  have  said  before,  the  world's  trading  currency.  You  will  find 
more  restrictions  on  U.S.  banks  abroad  in  local  currency  transactions 
than  you  will  in  dollars. 

Senator  McInttre.  I  am  going  to  leave  you  now.  We  will  recess 
briefly.  I  will  be  back  as  soon  as  I  can.  I  will  ask  you  to  comment 
briefly  on  that  and  we  will  proceed  to  a  few  more  questions. 

f  Recess.] 

Senator  McIntyke.  Subcommittee  back  to  order. 

Gentlemen,  assuming  the  Congress  decides  it  does  need  to  estab- 
lish a  better  Federal  handle  on  foreign  banking  in  the  United 
States,  why  wouldn't  the  following  adequately  meet  public  ob- 
jectives ? 

One:  Extend  the  dual  banking  system  to  foreign  banks  by  grant- 
ing them  a  Federal  licensing  or  chartering  option  under  the  super- 
vision of  the  agency  which  regulates  national  banks. 

Present  restrictions  of  nationality  of  directors  could  be  waived. 
As  with  national  banks,  this  Federal  option  might  carry  with  it 
mandatory  Federal  membership.  Similarly,  as  with  national  banks, 
geographic  location  would  be  left  to  the  Federal  regulator. 

Two:  Leave  the  States  free  to  charter  foreign  banking  operations 
as  they  presently  do  with  Fed  membership  purely  voluntary. 

Three:  Give  the  Fed,  perhaps,  a  more  direct  handle,  if  appropri- 
ate, over  foreign  bank  reserves. 

Four:  If  need  be,  superimpose  a  Federal  registration  and  report- 
ing requirement  over  foreign  banks  to  permit  the  Federal  Govern- 
ment to  better  monitor  their  activities;   then,  to  the  extent  such 
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registration  or  reporting  requirements  indicate  problems  arising, 
legislative  relief  could  then  be  sought,  as  appropriate. 

Five:  Make  FDIC  insurance  available  to  any  foreign  bank  office 
which  accepts  domestic  deposits  with  appropriate  safeguards  to 
protect  the  insurance  fund. 

Six :  Forget  about  grandfathering  securities  affiliates  of  foreign 
banks.  Perhaps  red  flag  them  not  to  expand  their  operations  pend- 
ing our  resolution  of  the  Glass-Steagall  issue  with  the  expectation 
that  foreign  securities  affiliates  might  be  able  to  expand  or  might 
have  to  contract  their  operations,  depending  upon  what  is  permis- 
sible to  U.S.  banks. 

Seven:  Forget  about  grandfathering  in  terms  of  multi-State  oper- 
ations, recognize  the  fact  that  at  the  present  time  at  least  U.S. 
banks  are  not  at  any  real  competitive  disadvantage  vis-a-vis  foreign 
banks  by  virtue  of  multi-State  operations,  particularly  when  com- 
paring apples  to  apples,  and,  therefore,  let  the  States  continue  to 
invite  foreign  banks — if  they  want  to — regardless  of  whether  the 
foreign  banks  may  be  doing  business  elsewhere. 

There  is  precedent  for  this  already,  is  there  not,  in  terms  of  multi- 
State  reciprocity  under  the  Bank  Holding  Company  Act. 

I  am  going  to  ask  you  to  comment  briefly  on  that,  but  first  because 
I  am  not  going  to  be  here  to  hear  your  comments,  Governor 
Mitchell,  since  August  81,  1961,  when  you  first  assumed  the  seat  on 
the  Federal  Reserve  Board,  you  have  earned  respect  in  both  this 
country  and  abroad  for  your  work  in  a  large  number  of  important 
areas.  You  led  the  way  in  forming  the  discount  window.  You  led 
the  way  in  improving  oversight  of  District  Federal  Reserve  banks. 
You  are  leading  the  way  in  international  banking  regulation.  You 
are  also  one  of  the  leaders  in  the  evolution  of  payment  systems.  This 
is  evidenced  by  the  Board's  request  that  you  be  its  prepresentative 
on  the  Electronic  Funds  Transfer  Commission,  after  you  retire 
from  the  Board. 

We  will  all  miss  you  on  the  Board.  We  all  thank  you  for  your 
more  than  14  years  of  service  and  we  are  glad  we  will  continue  to 
benefit  from  your  wisdom  and  experience  through  your  service  on 
the  Commission. 

With  that  I  wish  you  the  best  of  luck. 

I  think  it  would  be  appropriate,  if  you  answer  my  question  for 
the  record. 

We  do  have  many  questions  we  never  got  to  that  we  will  be  send- 
ing over  to  you  for  reply. 

I  want  to  thank  you  ooth. 

We  will  recess  until  1 :30  tomorrow. 

[Whereupon,  at  11:45  a.m.  the  hearing  was  adjourned,  to  recon- 
vene at  1:30  p.m.,  on  Thursday,  January  29,  1976.] 

[The  complete  presentations  of  Mr.  Mitchell  and  Mr.  Gardner,  a 
copy  of  S.  958,  a  statement  from  Frank  Wille,  chairman,  Federal 
Deposit  Insurance  Corporation,  a  letter  from  the  Comptroller  of  the 
Currency,  and  a  statement  from  the  New  York  Stock  Exchange 
follow:] 
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Sta  taunt  by 

George  M.    Mitchell 

Vice  Chairman,  Board  of  Governors  of  the  Federal  Reserve  System 

I  am  pleaeed   to  appear   before  this  Subcommittee,    on  behalf 
of  the  Board  of  Governors  of  the  Federal  Reserve  System,   to  discuss 
the  Board's  reasons   for   recommending    the  enactment  of   legislation  pro- 
viding for   the  federal  regulation  and  supervision  of  foreign  bank  opera- 
tions in  the  United  State*. 

Banking  has  increasingly  become  a  multinational  business  in 
recent  years  in  keeping  with  the  growth   in  international  trade  and   Investment. 
(United  States  exports  and   iraports  combined  are  estimated   to  have  exceeded 
13. G  per  cent  of  U.S.  GNP  in  1975  compared  to  approximately  8.4  par 
cent  of  U.S.  GNP  in  1971.)     That  development  has  been  reflected  in  the 
expanded  operations  of  0.8.   banks  abroad.     Another  aspect  of  this  develop- 
ment has  been  the  growing  number  of  foreign  banks  establishing  offices 
in  this  country  to  conduct  both  international  and  domestic  banking  activities. 
In  February   1973,    the  Board  established  a  System  Steering  Committee 
on   International  Banking  Regulation  composed  of   some  members  of  the 
Board  and  some  Presidents  of  the  Federal  Reserve  Banks:     part  of  that 
Committee's  assignment  was  to  review  the  regulatory  policy  issues  associated 
with  the  Influx  and  rapidly  expanding  activities  of  foreign  banks  In 
the  United  State*.     A*  a  result  of  that  review,   the  Board  has  concluded 
that  the  scale  and  nature  of  foreign  bank  operations  in  this  country 
have  beccaw  significant  in  terms  of  competition  within  the  banking  industry 
and  of  the  functioning  of  money  and  credit  markets  and  that,   therefore, 
the  time  has  come  for  the  establishment  of  a  national  policy  on  foreign 
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banks  operating  in  the  onited  States  and  for   the  creation  of  a  system 
of  Federal  regulation,    supervision  and  examination  Of  those  operations. 

To  accomplish   these  objectives,    the  Board  has  submitted  to 
the  Congress  legislative  proposals  for   regulating  foreign  bank  opera- 
tions in  the  United  States  under   the  title  of  the  "Foreign  Bank  Act 
of  1975".     These  legislative  proposals  were  introduced  in  the  Senate 
at  the  Board's  request  as  S.   958 — the  subject  of  today's  hearings. 
I  would  like  to  discuss  the  legislation  embodied  in  3.   958  by  first 
focussing  in  sore  detail  on  the  reasons  that  have  led  the  Board  to  con- 
clude that  such  legislation  is  necessary  at  this  time  and  by  next  des- 
cribing briefly  the  Major  points  of  the  Board's  legislation.     I  will 
conclude  ay  statement  by  setting  forth  additional  Board  reoemm nndations 
on  other  regulatory  issues  not  covered  in  S.   958  that  the  Board  believes 
the  Congress  should  consider   in  enacting  legislation  on  foreign  bank 
operations  in  this  country. 
Reasons  for  Federal  Regulation  of  Foreign  Bank  Operations 

There  are  three  basic  reasons  that  have  led  to  the  Board  to 
conclude  that  it  is  appropriate  at  this  tin*  to  sove  towards  a  system 
of  federal  regulation  of  foreign  bank  operations  in  the  United  States. 
First,   and  nost  tangible,    is  the  rapid  rate  of  growth  that  foreign  bank 
operations  in  this  country  have  undergone  over  recent  years  and  their 
increasing   Importance   to  the  functioning  of  doses tic  money  and  credit 
markets  as  well  as  to  international  flows  of  funds.     Second,   the  present 
patchwork  tystea  of  State  and  Federal  regulation  has  resulted  in  illogical 
differences  in  the  regulatory  treatment  of  domestic  and  foreign  banks. 
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While  difficult   to  quantify,    certain  competitive  advantages  and  dis- 
advantages foe   foreign  banks  vis-a-vis  domestic  banks  have  occurred 
as  a  result  of  these  differences.     And  finally.   International  banking 
operations  are  beat  conducted   in  a   reasonably  certain  regulatory  environ- 
ment that  fosters  long-range  planning  and  development.     Federal  legis- 
lation standardizing   the  national   treatment  of   foreign  banks  In   the 
United  States  not  only  would  make  for  a  stable  regulatory  environment 
in   this  country  but  Since  U.S.    banks  are  leaders   In   International  banking 
around  the  world  it  would  also  facilitate  cooperation  between  national 
banking  authorities,  contribute  to  an  emerging  pattern  by   which  foreign 
banking  authorities  could  be  guided  in  the  treatment  of  banking  interests 
originating  outside  their  countries,   and  prcmote  the  development  of 
international  standards  of  banking  soundness  and  ccmper.it ion. 
Growth  of  Foreign  Bank  Operations  in  the  United  States 

I  will  confine  my  comments   this  morning  to  summarizing   what 
I  believe  to  be   the  met   important   features  of   the  recent  growth  of 
foreign  bank  operations  in  this  country.     In  this  regard,   I  am  submitting 
for    the  record  an  Appendix  prepared  by   the  Board's   staff   that  provides 
detailed  statistical  information  on  the  size  and  growth  of  the  U.S. 
activities  of  foreign  banks. 

Ati  of  September  1975,  there  were  181  U.S.  banking  institu- 
tions— defined  to  include  agencies,  branches,  subsidiary  banks,  and 
Hew  York   Investment  Companies — owned  by   foreign  banks  compared   to  104 
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in  November   1972,  and  their   total  a*aeta  have  more  than  doubled  fron 
$24  billion  in  November   1972   to  $56  billion   in  September   1975.      If 
clearing  transactions  and  tr  ana  act  ions  with  other  offices  of  their 
parent  banks  are   eliminated,    their   "standard"  banking  assets — defined 
as  loans,  Money  market  assets,   securities,  and  Miscellaneous  snaetn- 
-increased  from  $18  billion  in  November   1972   to  $41  billion   in  September 
1975. 

The  data  on  the  overall  growth  of  these  institutions,  while 
impressive,   doss  not  adequately  portray  the  increasing   importance  of 
their  impact  on  specific  U.S.   banking  activities.     For  example,    in 
September   1975   the  U.S.    offices  of  foreign  banking  organizations  held 
$23  billion  in  total  commercial  and  industrial  loans,   an  amount  equivalent 
to  about  one-fifth  of  euch  loans  held  by  large  banks  which  report  weekly 
to  the  Federal  Reserve.     As  recently  aa  November  1972  their  share  in 
this  important  D.S.  credit  market  warn  only  one-eighth. 

A  second  important  activity  of  the  U.S.  offices  of  foreign 
banks  is  their  money  market  transactions.     In  September  1975  u.8.  offices 
of  foreign  banks  had  money  market  assets  of  over  $12  billion,  over  one- 
half  of  which  represented  loans  to  and  deposits  with  0.8.   banks.     Included 
in  this  total  are  loans  and  deposits  of  $3.1  billion  placed  with  U.S. 
banks  by  the  D.S.    offices  of  banks   from  Continental  Europe,      The  U.S. 
interbank  market  serves  these  banking  Institutions  aa  a  convenient 
outlet  for  managing  the  dollar  balances  of  their  parent  organ iiat ions. 

U.S.  offices  of  foreign  banks  also  had  substantial  money 
market  liabilities  totalling  $11.7  billion  aa  of  September  1975.     Of 
this  total,   $6.6  billion,  or  over  one-half,   represents  interbank  borrowings 
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by  U.S.   office*  of  Japanese  banks,  which  use  the  U.S.    interbank  market 
as  an   important   source  of   funds   to  finance  their  D.S.    operations-      The 
U.S.   offices  of  banks  from  countries  other  than  Japan  do  not  rely  on 
D.S.  banks  as  a  continuing  net  source  of  funds,   although  they  utilise 
borrowings  fro*  U.S.   banks  as  a  source  of  liquidity  when  needed. 

The  important,  point  to  note  from  this  brief  discussion  of 
the  extensive  transactions  of  the  U.S.   offices  of  foreign  banks  In  U.S. 
money  markets,    is  Chat  these  transactions  closely  link  the  U.S.     activities 
of  foreign  banks  with  domestic  U.S.   money  and  credit  markets. 

In  addition  to  their  U.S.    lending  and  money  Market  activities, 
foreign  banking  offices  engage   in  substantial  international  transactions 
with  offices  of  their  patent  banking   Institutions  as  well  as  with  unrelatecl 
foreign  institutions.     For  example,   as  of  September  1975  their  gross 
claims  on  foreigners  wera  $16  billion  and  their  gross  liabilities  to 
foreigners  were  S2S  billion.     Included  in  these  figures  were  net  advances 
of  SB  billion  froa  their  related  institutions  outside  the  United  States, 
which  advances  are,    in  effect,    used  to   finance   their  U.S.    banking  activities. 

Thus,    it  should  be  clear  from  this  summary  data  that  the  slie 
and  growth  of  these  operations,   their  iapact  on  iaportant  credit  and 
financial  markets  in  the  United  States,   and  their  influence  on  the 
international  payments  position  of  the  United  States  are  matters  of 
national  import,     furthermore,    the  site  and  character  of  these  operations 
require  that  they  be  supervised  and  regulated  in  a  manner  conaiatent 
with  the  supervision  and  regulation  of  doaestlc  banks. 


!y  Google 


Current  Regulation  ol  foreign  Banks 

Let  me   turn  now  to  the  current  regulatory  environment  structuring 
foreign  bank  operations  In  the  United  States,   and  how  this  has  led  to 
certain  differences  in  the  regulatory  treatment  of  doaeatle  and  foreign 
banks.     I  think  the  central  point  to  be  marte  la  that  foreign  bank*  are 
now  almost  exclusively  subject  to  State  regulation,   with  little  or  no 
federal  control. 

If  a  foreign  bank  conducts  its  commercial  banking  activities 
in  the  United  States  exclusively  through  branch  and  agency  forma  of 
organization,    It   ici  currently  not  subject   to  any   federal  regulation, 
supervision,   or    examination.      Since,   as  detailed   in   the  Appendix,    foreign 
banks  conduct  the  Majority  of  their  operations  through  these  forma  of 
organization,    the  present   systeai  unaccountably  exempts  fro*  federal 
oversight  those  operations  that  have  the  greatest  potential  for  affecting 
our  nation's  economy  and  its  major  financial  markets. 

The  principal  regulatory  advantages  foe  a  foreign  bank  in 
operating  through  branch  and  agency  forms  of  organization  are  the  following! 

(1)  branches  and  agencies  are  not   legally  subject   to 
any  of  the  reserve  requirements  or  other  regulations 
effecting  monetary  policy  that  are  placed  on   the 
operations  of   their   primary  competitors — large 
national  and  State  member  banks  in  our  major  financial 

(2)  branches  and  agencies  are  not  subject  to  any  federal 
restrictions  on  multi-State  banking   and  thus  can 

be  established  in  any  State  that  permits  entry, 
even  if  a  foreign  bank   has   a  State  or   federally- 
ahartered  subsidiary  bank  in  another  State  (44 
foreign  banks  have  commercial  banking  operations 
In  more  than  one  State,    Table  17  of  Appendix) ; 
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(3)  a  foreign  bank  maintaining  only  branches  and  agencies 

lis   not  subject  to  the  prohibitions  of   the  Glaau  iiteagall 
Act,    and   thus  can  maintain    those  banking  operations  and 
at  the  same  tine  have  an  interest  in  a  securities  firm 
In  the  U.S.    (20  foreign  banks  with  commercial  banking 
Operations  In  the  U.S.      have   interests   in  U.S.    broker 
dealers.  Table  18  in  Appendix) i 

(4)  a  foreign  bank  maintaining  only  branches  and  agencies 
is  not  subject  to  the  Bank  Holding  Company  Act  of  19S6, 
as  amended,   and  thus  can  engage  directly  or  indirectly 

in  the  United  States   in  any  type  of  nonbanklng  activities 
and  can  invest  in  any  United  States  commercial  firm, 
so  long  as    it  has   the  power   to  do  so  under   the  law*  of 
its  hone  country]   and 

(5)  branches  and  agencies  are  not  subject  to  any  federal 
bank   examination,    regulation,    or   supervision  of  the   type 
carried  out  by  the  Comptroller  of  the  Currency,   the  Board, 
or  the  FDIC. 

The  current  regulatory  framework  has,  however,   also  imposed 
certain  artificial  or  outmoded  restraints  on  foreign  bank  entry  into 
the  United  States.     For  example,   foreign  banks  cannot  organise  Edge 
Corporation  subsidiaries  that  enable  large  U.S.    banks  to  conduct   inter- 
national banking  and  financing  operations   in  several  cities   that  serve 
as  centers  of  International  trade  financing.     This  prohibition,   which 
was  originally  enacted  in  1919  amidst  fears  of  foreign  domination  of 
U.S.   trade  financing,  no  longer  serves  the  national  interest  as  oar 
banks  have  since  that  time  developed  into  strong  and  efficient  competitors 
in   international  and  foreign  banking.     Thus,   that  prohibition  today 
can  only  function  to  preclude  additional  competition  in  some  banking 


The  provision  In  the  Rational  Bank  Act  that  requires  all 
directors  of  national  banks  to  be  citizens  has  been  a  factor   influencing 
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many  foreign  banks  to  organize  State  subsidiaries.     The  lack  of  any 
provision   In  federal  law  for  the  establishment  of  federal  branches  1* 
in  sharp  contrast  to  the  situation  in  Boat   foreign  countries,   where 
foreign  banks  establish  branches  approved  by  the  national  government. 
(As  of  September  1975,    there  were  751  branches  of  our   banks  abroad.) 
United  States  regulatory  policy  should  encourage  foreign  banks  to  opt 
for  national  rather  than  State  subsidisries  and  branches,   since  those 
options  would  avoid  problems  of  reciprocity  between  individual  States 
and  foreign  governments  and  would  afford  greater  federal  control  over 
the  United  States  operation*  of  foreign  bank*. 

Finally,   the  lack  of  availability  of  FDIC  insurance  for 
deposits  and  credit  balance  accounts  at  branches  and  agencies  has  proven 
a  disadvantage  in  competing  in  retail  banking  markets,   but  may  give 
a  coat  advantage  to  foreign  banks  since  U.S.   bank*  Mist  meet  FDIC  assess- 
ment* on  similar  liabilities. 

The  current  pattern  of  State  regulation  may  also.   In  some 
cases,   lead  to  anticompetitive  and  other  results  not  In  the  national 
interest.     For  example,   a  foreign  bank  Bay  not  be  able  to  enter  a  U.S. 
banking  market  because  of  State  law  restrictions.     This  situation  could 
in  some  cases  prevent  a  domestic  bank  from  that  State  from  entering 
a  foreign  bank's  home  country  if  the  home  country  imposes  a  reciprocity 
requirement.     The  net  effect  of  such  a  situation  is  a  reduction  in  U.S. 
banking  competition  and  a  potential   impediment  to  the  foreign  commerce 
of  the  0.8.     Sucb  situations  might  also  involve  important  foreign  policy 
considerations  between  the  United  States  and  the  home  country.     Clearly, 
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a  national  policy  and  national  regulatory  system  ace  maded  so  questions 
of  reciprocity,    aa  veil  as  other  matters  of  national    Interest,    can  be 
judged  on  a  national,  not  local,   level. 

The  united  States   la  virtually  the  only  country  that  does 
not  have  central  bank  control  over   the  activities  of  foreign  banks 
within   its  borders.      This  situation  creates  a  gap  In  the  Federal  Reserve's 
control  over  domestic  monetary  conditions  that  will  inevitably  widen 
and  increaae   in   importance  aa  foreign  banks'   activities  continue  to 

Major  point*  of  Board's  Proposal 

I  would  now  like  to  highlight  briefly  the  major  points  of 
the  Board's  proposed  legialatlon. 

In  the  Board'a  judgment,   two  basic  policy  goals  are  embodied 
in  the  legialatlon  proponed  in  S.   958.     The  first  goal  in  the  adoption 
by  the  federal  government  of  the  principle  of  national  treatment,  or 
nondiscrimination,   toward  the  operations  of  foreign  banks  in  this  country. 
Second  is  the  goal  of  eatabliahing  a  comprehensive  system  of  federal 
supervision,   regulation,  and  examination  of  foreign  bank  operations 
In  the  United  Stated  in  order  to  implement  the  principle  of  national 
treatment  and   to  provide  a  framework   for   regulating   the  United  State* 
activitiea  of  foreign  banks   in  view  of  their  impact  on  the  nation's 
money  and  credit  market*. 

The  legialatlon  embodied  in  S.   958  seeks  to  implement  the 
policy  of  national  treatment  by  amending  U.S.   banking  laws  to  provide 
foreign  banks  with  the  sane  opportunities  to  conduct  activities  In  this 
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country  as  are  available  to  domestic  banking  institutions  and  by  sub- 
jecting thea  to  the  same  rules  and  regulations.  Thus,  the  citizenship 
requirements  for  directors  of  national  banks  are  relaxed  in  order  to 
give  foreign  banks  a  real  choice  in  deciding  whether  to  establish  a 
national  or  State  subsidiary  (Section  12) i  foreign  banks  are  given  the 
opportunity  to  establish  federal  as  well  as  State  branches  (Section 
IB) I  the  Edge  Act  is  amended  to  permit  foreign  banks,  with  Board  approval, 
to  acquire  Edge  Corporation  subsidiaries  (Section  10)  j  and  it  is  recoa- 
mended  that  the  FDIC  Act  be  amended  in  order  to  permit  branches  and 
agencies  to  obtain  Insurance  on  their  deposit  and  credit  balance  account k 
in  the  United  States  (Section  17). 

The  legislation  proposed  In  S.  958  also  closes  federal  regula- 
tory gaps  by  amending  the  definition  of  "bank"  in  the  Bank  Holding 
Company  Act  to  include  branches  and  agencies  of  foreign  banks  (Section 
2(4)),  and  by  asking  other  amendments  to  that  Act  designed  to  ensure 
that  branches  and  agencies  of  foreign  banks  ars  treated  the  sane  ae 
any  U.S.  banking  organization  with  similar  commercial  banking  powers 
(Sections  2-4).  As  a  result,  all  branches  and  agencies  would  have  to 
beccew  ineured  banket  additional  branches  and  agencies  could  only  be 
established  with  Board  approval  and  subject  to  Board  analysis  of  financial. 
Managerial,  competitive,  and  convenience  and  needs  considerations! 
branches  and  agencies  could  not  be  established  outside  of  a  foreign 
bank's  State  of  principal  banking  operations  unless  a  State  bank  headquartered 
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in  its  State  of  principal  operations  could  also  establish  such  offices; 
the  parent  foreign  bank  would  in  its  U.S.  activities  be  subject  to  all 
of  the  nonbanklng  prohibitions  of  the  Bank  Holding  Company  Act)  and, 
lastly,  the  parent  foreign  bank  and  its  nonbanking  subsidiaries  would 
In  their  II.;;.  activities  be  subject  to  the  Board's  cease-and-desist 
authority  for  unsafe  and  unsound  practices. 

Any  branch,  agency,  or  incorporated  subsidiary  bank  of  a 
foreign  bank  with  worldwide  bank  assets  In  excess  of  $500  million  would 
also  be  required  by  Section  3(3)  of  S.  953  to  become  a  member  of  the 
Federal  Reserve  System  and  would  thus  become  subject  to  the  same  kind 
of  federal  monetary  and  federal  bank  examination,  regulatory  and  super- 
visory controls  that  apply  to  other  Member  banks.  In  addition,  as 
member  banks,  such  branches,  agencies  and  subsidiaries  would  become 
subject  to  the  prohibitions  of  the  Glass-S teagall  Act  and,  as  Insured 
banks,  would  beccae  subject  to  the  provisions  of  the  Bank  Merger  Act, 
Financial  Institutions  Supervisory  Act  of  1966,  as  amended,  and  other 
provisions  of  the  FDIC  Act. 

S.  958  creates  a  comprehensive  system  of  federal  regulation 
of  foreign  bank  operations  not  only  through  various  amendments  to  United 
States  banking  laws  but  also  through  the  establishment  of  a  federal 
licensing  procedure  on  future  entry  (Section  25).  This  procedure  would 
give  the  federal  government  the  opportunity  to  consider  national  interest 
and  foreign  policy  factors  in  foreign  bank  entry,  as  well  as  the  banking 
factors  that  will  be  considered  by  the  bank  regulatory  agencies.  This 
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federal  cole  in  entry  will  serve  to  facilitate  greater  cooperation  among 
international  bank  regulatory  authorities,   and  will  strengthen  the  ability 
of  the  national  government  to  obtain  national  treatment  for  U.S.     banking 
institutions  abroad. 

In  addition,   I  would  like  to  emphasize  that  the  legislation 
embodied   in  8.    958  does  not  undertake  to  supplant  State  regulation  or 
remove  options  for  State  chartering  or  licensing.     Rather,    it  seeks 
to  superimpose  federal  controls  on  foreign  bank  operations  in  those 
areas  where  Congress  has  already  subjected  domestic  banks  to  national 
regulation,    such  as  the  Bank  Holding  Company  Act,  or  where  foreign  bank 
activities  involve  matters  of  national  interest  that  are  clearly  the 
responsibility  of  the  federal  government,    such  as  the  affect  of  their 
operations  on  national  money  and  credit  markets. 
Grandfathering  off  Existing  Operations 

An  important  policy  issue  that  Mist  be  considered  in  subjecting 
foreign  banks  to  the  federal  multi-State  banking  and  nonbanking  restric- 
tions currently  imposed  on  domestic  banking  organisations  Is  the  extent 
to  which  the  Congress  should  afford  foreign  banks  grandfather  privileges 
for  existing  operations  that  do  not  currently  conform  to  those  domestic 
standards. 

In  Sections  3  and  4  of  5.   958,   the  Board  has  recommended 
permanent  grandfathering  for  all  nonconforming  banking  and  nonbanking 
operations   (Including  securities  operations)   established  by  foreign 
banks  on  or  before  the  original  date  of  introduction  of  the  Board's 
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proposal   in  Congress — December   3,    1974.      Nonconforming  multi-State 
banking  operations  established  aCter  that  date  but  before  enactment 
would  have   to  be  phased  out   in   two  yearsf   nonbanking  Operations  com- 
menced  in  that  interval  would  have  to  be  phased  out  over   ten  years. 

The  Board   strongly  believes   that  permanent  grandfathering 
of  long-standing  foreign  bank  operations  in  this  country  is  needed  in 
order   to  minimize  any  possible  retaliation  against  U.S.    banks  abroad. 
This  opinion   is  based  primarily  on  Board  members'    discussion*  with 
foreign  central  and  commercial  banks  and  U.S.    banks  with  significant 
operations  overseas.     Since  the  overseas  operations  of  United  States 
banks  are  about  three  tlMes  as  large  in  terms  of  assets  as  those  of 
foreign  banks   in  Che  United  States    (as  of  September   1975,    126  U.S.   banks 
operated  751  foreign  branches  in  more  than  90  foreign  countries  with 
total  assets  of  about  $135  billion).   It  ia  obvious  that  our  banking 
system,  and  its  U.S.  banking  custodiers  would  be  a  net  loser  in  any  possible 
retaliatory  efforts. 

Aside  froH  such  considerations,  however,  the  Board  also  strongly 
believes  that  a  failure  to  permanently  grandfather  existing  operations 
would  be  unduly  harsh  in  light  of  the  grandfather  privileges  previously 
extended  U.S.  bank  holding  companies.  Several  bank  holding  companies 
with  multi-State  banking  subsidiaries  were  given  permanent  grandfather 
rights  in  1956  and  again  in  1966  when  the  teat  for  determining  a  bank 
holding  company's  state  of  principal  banking  operations  was  clarified. 
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In  1970.  nonbanking  activities  of  one-bank  holding  companies  were  permani 
grandfathered  so  long  as   they   were  commenced  on  or  before  June  30,    1968 


and  were  engaged  in  continuously 
foreign  banks  should  be 


that  date.     Given  these  precedents, 
LBllarly  liberal  grandfather  privileges, 
that  foreign  banks  have  established 
their  operations  in  complete  conformance  with  existing  laws;   branch 
and  agency  forma  of  organisation  are  not  devices  for  avoiding  certain 
federal  banking  laws  but  rather  are  well-aocepted  focus  of  banking  operations 
around  the  world. 

Furthermore,   it  would  appear  that  the  extent  of  permanently 
grandfathered  nonbanking  activities  would  be  relatively  amall  and  that 
the  period  of  temporary  grandfathering  provided  is  not  unreasonably 
long   in  light  of  divestiture  experience  under   the  Bank  Holding  Company 
Act. 

The  Board  shares  Congress'  concern  that  the  policies  of  the 
Glaas-Steagall  Act  and  the  Sank  Holding  Company  Act  be  enforced;   however, 
rather  than  abolish  existing  foreign-owned  bank  affiliations  that  would 
be  prohibited  by  those  Acts,   it  seems  that  a  better  and  fairer  course 
Of  action  would  be  to  give  the  Board  the  power    to  terminate   such  affiliations 
if.    In  a  particular  case,   the  Board  found,   after  notice  and  opportunity 
for  hearing,   that  such  action  was  warranted.     Congress,   in  fact,   adopted 
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this  type  of  procedure  in  connection  with  its  permanent  grandfathering 

of  certain  of  the  nonbanking  interests  of  one-bank  holding  companies 

in  1970.  The  Board  has  suggested  a  similar  review  power  over  any  permanently 

grandfathered  nonbanking  interests  of  foreign  banks  in  section  4(2) 

of  S,    95S. 

Other  Regulatory  I»*uea  Involving  Foreign  Bank a 

In  transmitting  its  proposed  legislation  to  the  Congress, 
the  Board  indicated  that  its  proposal  would  not  cover  foreign  bank 
operations  conducted  through  so-called  New  York  Investment  Companion, 
and  would  not  specifically  amend  the  Bank  Holding  Company  Act  in  order 
to  subject  the  several  foreign  bank  Shareholder*  Of  the  European-American 
Bank  and  Trust  Company,  Hew  lock,  New  York,  to  the  provisions  of  that 
Act. 

Investment  Companies  organized  under  Article  XII  of  the  New 
York  Banking  Law  have  many  of  the  same  banking  and  financing  powers 
as  agencies  of  foreign  banks.  Seven  domestically-owned  Investment 
Companies  appear  to  be  primarily  engaged  in  finance  company  operations! 
four  foreign-owned  Investment  Companies  are  either  subsidiaries  or  affiliates 
of  foreign  banks  and  appear  to  conduct  the  same  type  of  commercial 
banking  operations  carried  on  by  agencies.  In  excluding  foreign-owned 
Investment  Companies  from  the  coverage  of  its  proposed  legislation, 
the  Board  was  primarily  influenced  by  the  fact  that  only  three  such 
companies  would  have  been  covered  at  the  time  it  submitted  it*  proposal 
and  that  the  Hew  York  authorities  had  customarily  discouraged  chartering 
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of  these  entities  in  lieu  of  branch  or  agency  operations.     The  Board 
was  also  concerned  that  any  attempt  to  cower  only  the  few  foreign-owned 
companies  would  be   regarded  as  a  discriminatory  action  by  foreign  authorities 

The  Board  notes  that  since  submitting   its  legislation,   the 
Hew  York  banking  authorities  have  chartered  an  additional   investment 
company   subsidiary  of  a  foreign  bank  and  have  received  an  application 
to  organise  another    investment  company   from  a  private   foreign  bank. 
The  Board  understands,   however,   that  the  New  York  authorities  are  currently 
reviewing  their  policies  on  chartering   investment  companies  for  foreign 

The  Board  believes  that  there  is  a  potential  for  avoidance 
of  the  objectives  of  its  proposed  legislation  if  foreign  banks  can  readily 
obtain  investment  company  charters  in  lieu  of  agency  or  branch  licenses, 
all  future  investment  companies  that 
i  a  commercial  banking  business  be  subjected 
emulation  that  has  been  suggested  for 
to  close  this  potential  loophole. 
with  respect  to  domestic  banks  owned  by  several  foreign  banks, 
the  Board  notes  that,   in  addition  to  European-American,   the  New  York 
banking  authorities  recently  chartered  a  new  bank — DBA?  Arab-American 
Bank — that  will  be  owned  by  a  group  of  11  Arab  banks,   five  foreign  con- 
sortium banks  controlled  by  Arab  banks,   and  four  domestic  bank  holding 
companies,   the  latter  each  having  only  a  statutorily  permitted  5  per 
cent  interest.     The  Board  recently  considered  the  question  of  whether 


would  be  chartered  to  engage 
to  the  same  scope  of  federal 
agencies  and  branches  in  ordei 
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a  bank   holding  company  was  being   formed   In   the  organization  of  oaAP 
and  determined  that,  on  the  basis  of  certain  specific  undertakings  made 
by  aach  of   the  shareholders  of   the  bank  with   the  Board,    that  a  "company" 
had  not  been  formed  and   that  an  application  was   not  required  under   the 
Act.     The  cases  of  European-American  and  UBAF,   among  others,   however, 
demonstrate  that  the  current  definitions  of  "control"  and  "company" 
in  the  Act  do  not  appear  to  cover  certain  multiple  ownership  situations 
where  independent  shareholders  might  act  in  concert  to  control  a  bank, 
but  do  not  constitute  themselves  into  a  corporation,  partnership,  associa- 
tion or   similar   organization.      Since  this  consortium  form  of  arrangement   , 
might  become  an  attractive  vehicle  for  entry  if  branches  and  agencies 
of  foreign  banks  are  subjected  to  federal  regulation  under  the  Bank 
Holding  Company  Act,   the  Board  recommends  that  Congress  amend  the  Bank 
Holding  Company  Act   to  give  the  Board   jurisdiction  over   situations  where 
Independent  shareholders  that  do  not  form  themselves  into  a  company, 
as  currently  defined  in   the  Act,    nevertheless  act  in  concert  to  control 
a  bank.     Since  the  scope  and  impact  of  any  such  amendment  will  depend, 
to  a  great  degree,    on   the  precise  legal   language  chosen,    the  Board, 
at  your  request,   will  be  glad  to  suggest  several  alternative  amendments 
to  the  Bank  Holding  Company  Act  and  to  describe   the  ways   in  which  such 
amendments  would  affect  the  shareholders  involved.     It  should  be  noted 
that  any  such  amendment  would  apply  to  domestic  as  well  as  foreign 
companies  and  thus  the  Congress  may  also  want  to  consider  such  an  amendment 
in  the  context  of  Bank  Holding  Company  legislation. 
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Conclusion 

This  nation's  domestic  banking  system  is.  of  course,  currently 
undergoing  a  thorough   reexamination  by   the  Congress  and  we  at   the  federal 
Reserve  welcome  this  study  and  are  glad  to  provide  whatever  assistance 
He  Bay  be  called  upon  to  give.      It  is  our  belief,   however,   that  the 
enactment  of  legislation  regulating  foreign  bank  operations  in  the 
United  States  should  not  await  or  be  made  contingent  upon  the  resolution 
Of  no re  fundamental  domestic  banking   Issues,    such  as  whether  U.S.    banks 
should  be  allowed  to  engage  in  multi-state  operations  or  securities 
activities.     In  our  judgment,    if  foreign  bank  regulation  I*  tied  to 
such  fundamental  domestic  changes,    an  undesirable  end  result  will  be 
further  postponement  of  the  enactment  of  any  legislation  regulating 
foreign  bank  operation*  in  the  United  States.     The  longer  such  legis- 
lation la  delayed,   the  more  difficult  will  be  our   task  in  this  regard, 
since  foreign  bank  operations  will  continue  to  grow,   thus  Baking  grand- 
fathering proposals  less  acceptable  and  increasing  the  likelihood  of 
retaliatory  pressure*  against  our  banks  abroad.     The  Board  thus  strongly 
recommends   enactment  of  S.    958  during   1976. 
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Georgn  If.  Mitchell 

Vice  Chairman,  Boned  or  Governors  of  the  federal  Reserve  System 
Prepared  by  Staff  of  the  Board  of  Governors 
C  t   I  loans  to  foreign  borrowers  represented  less  than  one-quarter  of 
their  total  C  1  I  loans.  This  ratio  Is  larger  than  the  comparable  ratio 
for  domestic  banks  and  reflects  the  International  character  of  the  foreign 
banking  institutions'  business.  Nevertheless,  more  than  three-quarters 
of  the  total  value  of  C  k   I  loans  of  the  U.S.  offices  of  foreign  banks 
represent  loans  to  doaestic  borrowers.  Clearly  the  C  1  I  loans  of  the 
foreign  banking  organizations  constitute  a  significant  share  of  an  impor- 
tant U.S.  banking  activity. 

Aside  from  their  Important  lending  to  nonbank  borrowers,  the 
foreign  banking  institutions  In  the  United  States  have  been  active  in 
D.S.  money  markets.  Their  Money-market  assets,  largely  placements  with 
other  banks,  were  over  $12  billion  in  September  1975,  and  their  money- 
market  liabilities,  largely  short-term  borrowings  from  U.S.  banks,  were 
only  slightly  smaller.  Honey  market  activities  serve  as  a  source  of 
liquidity  for  these  institutions  and  help  them  manege  the  dollar  positions 
of  their  parent  organizations.  The  extensive  money-market  activities 
also  closely  connect  the  U.S.  activities  of  foreign  banks  with  D.S. 
money  and  credit  markets. 

Demand  deposit*  and  credit  balances  of  foreign  banking  institu- 
tions In  the  United  States  remain  small,  reflecting  the  wholesale  nature 
of  their  business.  These  liabilities  have  been  growing,  however,  as 
of  November  1372  they  amounted  to  a  little  under  $2  billion;  by  Septem- 
ber 1975,  thay  had  more  than  doubled  to  just  over  $4  billion.  Time 
and  savings  deposits  at  these  institutions  are  larger  and  have  been 
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GROWTH  OP  FOREIGN  Hugs.  OPERATIONS  IN  THE  UNITKTi  STATES 

The  growth  of  the  activities  of  foreign  banks  in  the  United 
States  from  November  1972,  when  the  Federal  Reserve  began  its  monthly 
reporting  system  for  their  operations,  through  September  1975,  has  been 
extremely  rapid.  During  this  period  the  number  of  U.S.  banking  institutions 
owned  by  foreign  bank*  increased  from  104  to  181,  and  their  total  D.S. 
assets  more  than  doubled  from  $24  billion  in  November  1972  to  S56  billion 
in  September  1975.   Excluding  clearing  transactions  and  transactions 
with  parent  banks  and  affiliates,  "standard"  banking  assets — defined 
as  loans,  money  market  assets,  securities,  and  miscellaneous  assets- 
-of  forsign  banking  institutions  in  the  United  States  increased  from 
SIS  billion  in  November  1972  to  $41  billion  in  September  1975. 

The  data  in  Tables  la,  lb,  2a  and  2b  In  the  appendix  show 
the  principal  assets  and  liabilities  of  the  0.5.  offices  of  foreign 
banks  in  November  1972  and  September  1975.  These  data  indicate  that 
the  most  noteworthy  aspect  of  the  expansion  of  D.S.  activities  of  foreign 
banks  in  this  period  has  been  the  size  and  rapid  growth  of  their  commercial 
and  industrial  (C  t  I)  loans,  which  more  than  doubled  in  value  from 
$11  billion  in  November  1972  to  $23  billion  in  September  1975.   In  Novem- 
ber 1972,  the  value  of  foreign  banking  organisations'  C  s  I  loans  was 
equal  to  one-eighth  the  value  of  C  *  I  loans  held  by  large  banks  which 
report  weekly  to  the  Federal  Reserve*  by  September  1975,  this  fraction 
had  risen  to  about  one-fifth.   In  that  month  foreign  banking  institutions' 
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growing  even  more  rapidly — f cam  $4  billion  to  $11  billion  over  the  same 
period;   as  Of   September    1975,    thoy  war*  wjual   to  about   5  par  cent  of 
tine  and  savings  deposits  at  weekly  reporting  bank*. 

In  addition  to  their  landing  and  deposit  activities,   foreign 
banking  institution*  have  also  been  active  in  International  transactions, 
both  with  their  parent  banks  and  affiliates  and  with  unrelated  foreign 
Institutions.     Gross  claims  on  foreigners  rose  icon  $6  billion  In  Movea- 
ber  1972  to  S16  billion  in  (September  1975,   and  gross  liabilities  to 
foreigners  rose  frca  $13  billion  to  $25  billion  over  the  same  period, 
resulting  in  an  increase  in  net  liabilities  to  foreigners  from  $7  to 
$9  billion,     included  In  these  international  transactions  an  of  Septem- 
ber  1975  were  net  advances  of   $8  billion  froa  related   institutions 
outside  the  United  States.     The  extensive  international  transactions 
of  the  U.S.   offices  of  foreign  banks  can  and  often  do  have  an  Impact 
on  the  overall  international  payments  position  of  the  United  States. 

The  growth  of  foreign  banking  operations  in  tbe  United  States 
has  taken  place  through  agencies,   branches,   and  subsidiary  banks,   the 
particular  organizational  for*  depending  on  State  law  and  on  the  preference 
of  the  parent  bank.     An  of  September  1975,  foreign  banks  maintained 
eighty  agencies  in  the  United  States  which  accounted  for  nearly  one- 
half  of  the  standard  banking  assets  of  foreign  banking  institutions 
in  the  United  States  and  reflected  primarily  the  activities  of  Japanese 
and  Canadian  banks.     Sixty-four  branches  of  foreign  banks  accounted 
for  a  little  over  one-quarter  of  standard  banking  assets,   while  thirty- 
three  subsidiary  commercial  banks  accounted  for  a  little  under  one-quarter 
of  these  assets. 
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New  York  and  California  are  fchn  moat   desirable  locations  (or 
U.S.  offices  of  foreign  banks  because  of  thair  Importance  as  trad*  and 
financial  centers  and  because  of  generally  liberal  State  laws  permitting 
entry  by  foreign  banking  institutions.   Illinois  enacted  legislation 
in  late  1973  permitting  foreign  banks  to  establish  branches  in  tha  Chicago 
area,  but  the  standard  banking  assets  of  these  branches  had  risen  to 
only  about  41  billion  as  of  September  197S. 

The  standard  banking  assets  of  foreign  banks  in  New  York  have 
grown  from  814  billion  In  November  1972  to  (29  billion  In  September 
1975,  while  during  this  same  period  Hew  York's  share  declined  from  7S 
per  cent  to  73  per  cent  of  the  total  for  tbe  entire  United  States. 
(See  Tables  3a,  3b,  4a  and  4b  In  the  Appendix.)  Traditionally,  foreign 
banking  activity  In  Hew  York  has  been  dominated  by  the  activities  of 
the  Japanese  and  Canadian  agencies.  Canadian  banks  have  been  restricted 
to  the  agancy  form  of  operation  because  of  reciprocity  provisions  in 
Hew  York  State  law.  Japanese  banks  have  preferred  the  agency  form  of 
operation  in  Hew  York  because  it  permits  them  not  only  to  borrow  funds 
in  U.S.  money  markets  but  also  to  land  without  regulatory  limits  on 
the  amounts  loaned  to  individual  borrowers. 

In  recent  years,  however,  the  most  significant  advances  in 
the  Haw  York  market  have  been  through  branches  of  foreign  banks.  Their 
total  standard  banking  assets  increased  from  S3  billion  in  November 
1971  to  nearly  89  billion  in  September  1979,  when  they  accounted  for 
slightly  less  than  one-third  of  the  standard  banking  aasets  of  all  offices 
of  foreign  banks  in  Haw  York.  The  rapid  growth  of  these  branches,  many 
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with  hud  offices   In  the  United  Kingdom  and  Continental  Western  lurope. 
Dm  greatly  changed  the  geographic  pattern  of  ownership  of  foreign  banks 
in  New  YorH  and  baa  increased  the  diversity  of  Institution*  conducting 
business  In  the  Maw  York  market. 

Although  second  to  Haw  fork  In  terns  of  total  foreign  banking 
activity,   the  rate  of  growth  of  foreign  bank  activities  in  California 
has  been  somewhat  sore  rapid,   with  total  standard  assets  of  foreign 
bank*  growing  from  less  than  Si  billion  in  November  1972  to  over  $9 
billion  In  September  "197S.     As  of  September  1975,  California  accounted 
for  23  per  cent  of  total  foreign  bank  activity  in  the  United  Statea. 
(See  Table*   5a,    5b,    6a  and  6b  in  th*  Appendix.) 

The  largest  foreign  bank  operations  In  California  are  the 
agencies,  mainly  Japanese  agencies  which  engage  heavily  in  net  borrowing* 
from  other  banks.     These  borrowing*  are  uaed  to  finance  their  loan  portfolio* 
and  to  supply  about  $3  billion  net  to  related  institution*  elsewhere 
in  the  United  States. 

The  operations  of  California  State  subsidiaries  of  foreign 
banks  continue  to  be  smaller  than  th*  activities  of  the  agencies.     A* 
of  September  1975,   these  State  chartered  banks  held  a  total  of  about 
St  billion  of  standard  banking  assets,   approximately  one-quarter  of 
which  represented  the  acquisition  of  the  Stat*-wida  branch  network  of 
First  western  by  Lloyd's  Bank  International.     Another  one-half  of  these 
asset*   represents   the  activities  of  th*  U.S.    subsidiaries  Of   Japanese 
bank*  which  are  engaged  in  retail  banking  activities.     The  share  of 
the  Japanese  subsidiaries  in  the  total  will  Increase  somewhat  when  later 
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data  include  the  merging  of  Southern  California  First  National  Bank 
of  San  Diego  with  total  assets  of  about  3900  Million  into  California 
First  Bank  which  is  owned  by  the  Bank  of  Tokyo.   Including  the  results 
of  thla  aerger,  total  deposits  at  Japanese  subsidiary  banks  will  equal 
somewhat  lata  than  4  per  cent  of  the  deposit*  of  weekly  repotting  banks 
in  California. 

Ibe  foregoing  discussion  ha*  given  only  a  brief  outline  of 
the  size,  growth,  and  composition  of  the  U.S.  activities  of  foreign 
banks.   The  availability  of  detailed  monthly  data  pe raits  aora  coaprehensivi 
analysis  of  these  activities,  and  sobs  work  in  this  area  is  currently 
under  way  by  the  Board's  staff.   It  aust  be  clearly  noted,  however, 
that  the  absolute  slse  and  rapid  growth  of  the  D.8.  activities  of  foreign 
banks,  and  their  iapact  on  doaeatic  aoney  markets,  dona* tic  landing, 
local  retail  banking,  and  the  International  payments  position  of  the 
United  States  require  that  these  activities  be  supervised  and  regulated 
in  a  Banner  consistent  with  the  regulation  and  supervision  of  doaeatic 
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April  7,  1976 


The  Honorable  Thomas  J.  Mclntyre 

Chairman 

Subcommittee   on  Financial   Institutions 

Coomittee  on  Banking,  Housing  and 

Urban  Affairs 
United  States  Senate 
Washington,    D.C.        20510 

Dear  Mr.  Chairman; 

As  requested  in  your  letter  of  March  25,  I  am  pleased 
to  enclose  responses  to  questions  that  you  asked  in  connection 
with  the  hearing  on  S.  958,  the  Foreign  Bank  Act  of  1975,  which 
was  held  on  January  28.  I  am  alto  enclosing  a  response  to  the 
legislative  scenario  which  you  requested  at  the  conclusion  of 
the  hearing. 

i  helpful  to  you  and  your 
Sincerely  yours, 

/ZL-SS-J 

Arthur  F.  Burns 
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Question  no.   1 

If  Congress  determines  that  there  is  a  need  for  Federal  legis- 
lation regarding  foreign  banking  in  the  United  States,   then  the  question 
becomes  one  of  timing.     At  the  present  tine,   there  are  developments  proceeding 
in  the  Banking  Committee  on  at  least  three  different  fronts  which  bear 
directly  on  the  proposed  foreign  banking  legislation.     These  Include 
a  review  of  the  Glaas-Steagall  Act  and   its   implications  on  the  mix  between 
commercial  banking  and   investment  banking,   a  study  of  Federal  branching 
policy  and  the  McFadden  Act,    ind  perhaps  most  relevant  of  all,   the  very 
active  debates  now  being  wage  1  in  both  Houses  of  Congress  on  Federal 
financial  regulatory  restructuring.      Inasmuch  as  S.   956  cuts  across 
all  three  of  these   issues,    it  has  been  suggested  that  there   la  no  over- 
riding need  to  consider  S.   958  prior  to  a  resolution  of  these  other 
issues.     Would  you  plaase  comment?  , 

HfflTOi     In  his  testimony  of  January  2S,   1976,   before  the 
Subcommittee  on  S.   956,  Governor  Mitchell  stated  the  Board's  belief 
that  the  enactment  of  legislation  regulating  foreign  bank  operations 
in  the  United  states  should  not  await  or  be  Made  contingent  upon  the 
resolution  of  more  fundamental  domestic  banking  issues,   such  aa  whether 
n.S.   banks  should  be  allowed  to  engage  in  multi-State  operations  or 
securities  activities,      in  the  Board's  Judgment,   if  foreign  bank  regulation 
is  tied  to  such  fundamental  domestic  changes,   an  undesirable  end  result 
will  be  the  further  postponement  of  the  enactment  of  any  legislation 
regulating  foreign  bank  operations  in  the  United  States  since  the  develop- 
ment of  a  legislative  consensus  on  such  significant  domestic  issues 
has,  historically,   been  extremely  difficult.     The  longer  such  legislation 
is  delayed,   the  more  difficult  will  be  our  task   in  this  regard,   since 
foreign  bank  operations  will  continue  to  grow  and  competitive  and  regulatory 
advantages  will  increase,   thua  making  grandfathering  proposals  less 
acceptable  and  Increasing  the  likelihood  of  retaliatory  pressures  against 
our  banks  abroad.     Tlie  Board  thus  strongly  recommends  enactment  of  S. 
9S8  during  1976. 
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It  should  be  emphasized  that  any  HcFadden,  Glass-Steagall 
or  structural  revisions  that  night  be  enacted  by  Congress  as  a  result 
of  present  studies  pose  no  problems  under  S.  95B,  since,  by  subjecting 
foreign  banks  to  the  existing  regulatory  structure,  S.  9SB  ensures  that 
any  changes  that  night  be  mad  ■  in  these  areas  would  automatically  apply 
to  foreign  banks. 
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Question  Mo.  2 

I  presume  you  are  aware  of  the  concerns  which  have  been  expressed 
by  former  fdic  Chairman  Wille  over  the  potential  risk  to  the  FDIC  In 
insuring  affiliates  of  foreign  bank*  without  having  a  sufficient  regulatory 
handle  over  the  parent.  Would  you  please  respond  to  Chairman  Wllle's 
concerns?  Is  it  possible,  for  example,  to  decide  the  issue  of  FDIC 
insurance  on  the  basis  of  the  type  of  banking  business  being  considered! 
Could  we,  perhaps,  differentiate  between  'retail"  and  "wholesale"  banking 
with  regard  to  the  need  or  appropriateness  of  Insurance? 

answer:  Summary  of  FDIC  Views.  Former  FDIC  Chairman  Wille 
presented  the  FDIC's  views  on  S.  958  in  a  written  statement  dated  January  28, 
1976  that  was  submitted  to  the  Subcommittee.   Essentially,  the  PDIC 
appears  to  support  the  3.  958's  'national  treatments"  objective  of  estab- 
lishing parity  of  regulatory  treatment  between  the  domestic  operations 
of  foreign  banks  and  those  of  domestic  banking  organizations.  The  FDIC 
believes,  however,  that  compulsory  FDIC  insurance  and  compulsory  Federal 
Reserve  membership  for  agencies,  branches  and  subsidiaries  of  foreign 
banks  with  worldwide  assets  in  excess  of  $500  million  would  be  inconsistent 
with  the  principle  of  national  treatment.  Moreover,  the  PDIC  expressed 
serious  reservations  about  the  necessity  and  desirability  of  making 
FDIC  insurance  available,  even  on  an  optional  basis,  for  n.S.  branches 
and  agencies  of  foreign  banks  because  in  its  judgment  there  would  be 
no  certain  way  of  containing  what  it  believes  to  be  substantial  risks 
to  the  FDIC  fund  that  could  result  from  the  failure  of  a  foreign  bank 
with  branches  and  agencies  in  the  United  States.   In  partiuclar,  the 
FDIC  is  of  the  opinion  that  FDIC  insurance  la  inapposite  to  the  essentially 
wholesale  international  operations  of  branches  and  agencies,  and  is 
concerned  that  the  non- incorporated  status  of  such  entities  could  pose 
serious  legal  and  other  obstacles  to  effective  supervision  of  their 
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operations  and  to  the  marshalling  of  asset!  in  the  cane  of  insolvency. 
The   PDIC  concludes  that,    as  now,    FDIC   insurance  and  Federal  Reserve 
membership  should  continue  to  be  Bade  optional  and  that  FDIC  insurance 
should  only  be  made  available  to  separately  incorporated  D.S.   subsidiaries. 
fln  FDIC  does  indicate  its  specific  support,   however,   for  subjecting 
foreign  banks  to  the  restrictions  of  the  Bank  Holding  Company  Act,  and 
for  those  provisions  of  the  bill  that  facilitate  foreign  bank  ownership 
of  Bdge  Act  Corporations  and  national  banks. 

Response  to  Fotc  Views.  In  commenting  on  the  FDIC's  position 
on  insurance  for  branches  and  agencies  of  foreign  banks,  it  would  — — 
best  to  elaborate  first  on  why  it  is  made  compulsory  under  the  Board's 
foreign  bank  legislation. 

There  are  three  operative  provisions  In  the  Board's  proposal 

that  sake  FDIC  insurance  mandatory   for   branches  and  agencies: 

(1)      Sections  2(4)   and   (6)   of  3.   958  would  define  a  branch 
and  agency  of  a  foreign  bank   to  be  a  "bank     subsidiary 
of  a  bank  holding  company;   as  a  result,   each  such  branch 
and  agency  as  a  "subsidiary  bank*  of  a  bank  holding  com- 
pany would  be  required  to  become  and  remain  an  "Insured" 
bank  by  section  3(e)   of  the  Bank  Holding  Company  Act 
Of  1996,   as  amended    ("BHCA"); 

[1)     Section  3(f)   of  the  Board's  proposal  requires  each  branch, 

agency  and  subsidiary  bank  of  a  foreign  bank  with  world- 
wide bank   assets   in  excess  of  $500  million   to  become 
and  remain  a  member  bank;  as  a  result    each  such  branch 
and  agency  as  a  State  member  bank  would  have  to  become 
an   insured  bank  since  under  section   4   of   the  FDIC  Act 
(12  u.a.C.   1814)   every  State  bank  that  becomes  a  member 
of  the  Federal  Reserve  System  and  which  is  engaged   in 
the  business  of  receiving  deposits,   shall  be   an  Insured 
bank  from  the  time   it  becomes  a  member  of   the  System; 
and 

(3)     Section  6(1]   of  the  Board's  proposal  would  amend  the 

Federal  Reserve  Act   to   require   federal  branches  of   foreign 
banks  established  pursuant  to  section  IB  of  the  Board's 
proposal  to  become   insured  banks. 
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It  1b  thus  cleat   that,   consistent  with   the  principle  of   national 
treatment,   the  Board  has  not  proposed  a  special  mandatory  Insurance 
requirement  for  branches  and  agencies  at  foreign  banks)  rather,   branches 
and  agencies  are  Barely  automatically  subjected  to  the  saae  ■sudatory 
Insurance  requirement  that  allies  to  all  subsidiary  banks  of  bant  holding 
cowpanles  and  all  ■eefegr  banks.. 

Since  under  the  present  provisions  of  the  FDIC  Act  agencies 
and  branches  of  foreign  banks  cannot  become  Insured  banks,   the  Board 
proposed  In  section  17  of  8.   958  that  within  ninety  days  after  the 
enactment  of  the  legislation  embodied  In  S.    958,   the  FDIC  submit  to 
the  Congress  a  proposal  for   implementing  the  existing  provisions  of 
the  FDIC  Act  to  include  both  branches  and  agencies  of  foreign  banks. 
From  a  policy  standpoint,   the  Board  recommended  this  provision  because 
it  believed  that  the  principle  of  national  treatment  require!  that  foreign 
banks  be  given,  at  least,   the  option  of  obtaining  Insurance  for  all 
of  their  various  forms  of  organization  in  the  United  States.     From  a 
regulatory  standpoint!   the  Board  realised  that  foreign  bank  branches 
and  agencies,   as  integral  parts  at  foreign  Institutions',   could  present 
legal  and  other  problems  different  f  roe  those  encountered  in  the  case 
of  U.S.    subsidiaries)   therefore,    it  recommended  that  the  FDIC  be  given 
the  opportunity  to  present  the  type  at  proposal  that  It,  as  an  insurer 
and  receiver,    felt  would  be  necessary  to  insure  deposits  at  these  forms 
of  organisation. 
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The  FDIC  appears  to  have  two  apacif ic  objections  to  Insurance 
for  branches  and  agenciea.      First,    tha  FDIC  believes  that  because   branches 
and  agendas  are  primarily  engaged  In  a  wholesale  banking  business, 
insurance  la  not  relevant  oc  neceaaary  to  their  operations.     Second, 
the  FDIC  is  concerned  that  thi  non- incorporated  status  of  such  offices 
could  pose  legal  and  practical  obstacles  to  affective  supervision  of 
their  operations  and  to  the  marshalling  of  aaaata  In  case  of  insolvency 
and  that  these  factors  pose  substantial  uncertain  risks  to  tha  assets 
of  tha  FDIC  fund.     For  these  reasons,  the  FDIC  believes  that  insurance 
should  only  be  made  available  for  U.S. -incorporated  banking  subsidiaries 
of  foreign  banks. 

In  response  to  tha  FDIC's  first  point,   if  a  large  0.3.    insured 
bank  chooses  to  compete  almost  exclusively  In  wholesale  banking  markets 
e.g.,  Morgan  Guaranty  Trust  Company,    it  Bust  nevertheless  pay  FDIC  assess- 
ments on  Its  deposit  liabilities  even  though  they  say  be  of  an  overwhelmingly 
wholesale  nature,     agencies  and  branches,  of  course,  do  not  have  to 
pay  sisilar  assessments  on  their  liabilities  and  thus  any  have  a  cost 
advantage  over  their  O.S.   competitors  in  this  regard. 

Based  on  sobs  very  rough  estimates  compiled  by  the  Board's 
staff,   it  would  appear   that  FDIC  assessments  would  not  have  a  significant 
effect  on  agencies'  costs  of  funds,   and  thus  the  absence  of  FDIC  assess- 
ments may  not  give  them  a  significant  competitive  advantage.     For  example, 
it  is  estimated  that  if  FDIC  assessments  were  made  on  the  credit  balance 
accounts  maintained  by  agencies   (SI. 8  billion  as  of  September  30,   1975) 
the  aggregate  additional  cost  would  be  only  $790,000. 
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Bie  figures  for  branches  are,  however,  wore  significant,  as 
if  FDIC  assessments  vera  Made  on  their  deposit  liabilities  ($5.4  billion 
as  of  September  30,  1975) ,  th(  aggregate  cost  increase  would  amount 
to  approximately  92.15  millioi..   In  addition  to  such  competitive  considera- 
tions, however,  cany  branches  of  foreign  banks  accept  retail  deposits. 
In  particular  from  persons  that  have  a  strong  ethnic  Identity  with  the 
bank,  and  it  would  seen  in  the  public  Interest  to  protect  retail  depositors 
at  all  bank  offices  In  this  country.   Indeed,  it  seena  clear  that  this 
la  already  out  national  policy,  since  all  subsidiary  banks  of  bank  holding 
ccapanies  and  all  national  and  State  member  banks  Mist  be  FDIC  Insured 

Itae  PDIC's  second  point  highlights  the  need  to  ensure  that 
only  sound,  wsll-aanaged  foreign  banks  with  extensive  international 
experience  be  permitted  to  open  branches  and  agencies  in  this  country. 
Any  such  evaluation  would  have  to  take  Into  account  the  position,  standing 
and  reputation  of  such  bank  In  its  home  country,  and,  nost  importantly, 
the  attitude  of  its  hone  country  banking  authority  toward  the  establishment 
of  any  U.S.  office  by  such  bank.   It  would  appear  that  obtaining  knowledge 
on  these  issues  would  best  be  accomplished  at  a  national  level. 

As  pointed  out  by  the  FDIC,  the  risks  to  the  FDIC  fund  in  the 
case  of  an  insolvency  situation  must  be  thoroughly  considered.  On  this 
issue,  the  FDIC  carefully  notes  the  problems  that  could  occur  if  a  foreign 
bank  made  a  deliberate  effort  to  move  assets  outside  the  United  States? 
it  would  seas,  however,  that  nany  of  these  sane  problems  could  similarly 
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occur  In  the  case  of  a  wholly-owned  subsidiary  of  a  foreign  bank.  To 
the  extent  that  these  risks  can  be  dealt  with  through  amendments  to 
the  FDIC  Act,  the  regulatory  oc  coat  burdens  that  would  be  imposed  by 
any  particular  amendment  would  have  to  be  weighed  against  the  additional 
protection  it  would  bring.   It  would  seen  here  that  a  middle  ground 
could  be  reached  whereby  the  FDIC's  exposure  could  be  reasonably  limited 
and  the  requirements  Imposed  on  foreign  banks  would  not  be  unreasonably 

Retail  vs.  Wholesale  Deposits.  From  a  public  policy  standpoint, 
insurance  of,  at  least,  retail  deposits  at  branches  of  foreign  banks 
would  be  a  desirable  feature  of  any  foreign  bank  legislation  since  it 
would  fulfill  one  of  the  principal  purposes  of  federal  banking  legislation- 
protection  of  the  individual  and  small  business  depositor.  The  problem 
would  be  one  of  devising  a  satisfactory  definition  of  a  retail  deposit. 
It  would  seen  that  any  such  definition  should  first  of  all  exclude  deposits 
from  the  parent  foreign  bank  or  a  branch  and  any  affiliate  thereof. 
Secondly,  deposits  made  as  incidental  to  a  financing  transaction,  whether 
doaestic  or  international,  could  also  be  excluded  as  essentially  being 
commercial  deposits.  One  might  also  wish  to  exclude  deposits  from  foreign 
governments  or  businesses  on  the  basis  that  such  a  customer  looks  directly 
to  the  hone  country  resources  of  a  branch's  parent  bank  and  not  to  its 
local  U.S.  assets.  The  problem  with  any  such  approach  ia  that  it  really 
does  not  extend  a  branch  national  treatment,  since  we  do  not  Impose 
comparable  limitations  on  the  insurance  of  deposits  at  U.S.  banks. 

Other  Alternatives.  Recently  other  foreign  bank  proposals 
(see  H.R.  12103,  introduced  by  Congressman  Thomas  (tees  of  California) 
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have  contained  provision*  that  would  require  a  branch  to  Maintain  a  surety 
deposit  with  the  FDIC,  in  lieu  of  insurance,  to  protect  depositors.  This 
eeeaa  a  reasonable  compromise  position  with  the  FDIC'a  views  since  the 
FDIC  fund  would  not  be  subject  to  any  liability  and  the  FDIC  would  act 
as  a  custodian  or  stakeholder  and  not  as  an  Insurer  of  deposits. 
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Aa  foe  roiC  insurance  Is  that*  not  a  Middle  ground  whereby 
foreign  banks  which  accept  deposits  would  be  given  the  option  of  VDIC 
insurance,   as  is  tin  case  of  U.S.   banks? 

AMSVfEgi     As  pointed  out  in  the  preceding  answer  to  question 

number  2,   all  amber  banks  and  all  banlt  subsidiaries  of  bank  holding 

companies  do  not  have  the  opt.on  of   insurance!   rather,   federal  law  requires 

that  they  be  Insured.     This  group  of  banks  required  to  be  insured  includes, 

without  exception,  this  nation's  largest  banks  which  are  the  primary 

competitors  of  foreign  banks  In  this  country,     oo  facto  national  treatment 

thus  makes  Insurance  Mandatory  for  branches  and  agencies — the  position 

recommended  In  S.   958.     De  lute  national  treatment  would  require,  at 

the  very  least,   that  foreign  banks  be  given  the  option  of  insurance, 

since  this  option  is  universally  afforded  to  all  other  domestic  banking 

institutions. 
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question  Ho.  j 

Another  obvious  question  concerns  1-Jw  une  of  the  Bank  Holding 
Company  Act  as  a  vehicle.   It  would  seem  to  ae  that  tha  Bank  Holding 
Company  Act  was  devised  to  deal  with  a  specific  structure  of  bank  and 
nonbank  activity  and  was  not  intended  to  provide  the  regulatory  frame- 
work for  the  type  of  regulation  being  sought  bare.  If  we  were  to  decide 
that  there  were  sound  public  policy  reasons  for  establishing  a  Federal 
presence  over  foreign  banking  operation*!  would  we  not  be  batter  advised 
to  create  then  In  a  separate  -statute  designed  specifically  for  the  purposes 
intended? 

AHSWERi  It  should  be  noted  at  the  outset  that  S.  9SB  does 
not  seek  to  regulate  foreign  bank  operations  in  tha  U.S.  exclusively 
through  the  medium  of  the  Bank  Holding  Cospany  Act)  rather,  3.  958  aaandn 
all  relevant  federal  banking  laws — including  the  Federal  Reserve  Act, 
FDIC  Act  and  Glass-Steagall  *ct — to  Include  the  branch,  agency  and  subsidiary 
operations  of  foreign  banks.  Bie  advantage  of  this  approach — amending 
existing  laws  versus  enacting  a  special  statute— is  that  it  ensures, 
to  the  greatest  degree  possible,  that  foreign  banks  and  domestic  banks 
will  be  given  the  same  banking  opportunities  in  the  0.3.  and  subjected 
to  the  sane  laws  and  regulations.  Moreover,  the  enactnent  of  special 
'foreign  bank*  legislation  is  sore  susceptible  both  at  the  outset  and 
ever  tiae  to  the  inclusion  of  discriminatory  and  protectionist  provisions. 

Focussing  on  the  particular  usefulness,  frca  a  regulatory 
standpoint,  of  defining  a  branch  and  agency  of  a  foreign  bank  as  a 
"bank*  under  the  Bank  Holding  Company  Act,  such  a  definition  would 
acooapliah  the  following!  (1)  no  branch  or  agency,  whether  Federal 
or  State,  could  be  established  without  Board  approval  under  the  banking 
factors  prescribed  in  S  3(c)  of  the  Act;  (2)  each  branch  and  agency 
would  have  to  become  an  insured  bank  under  S  3(e)  of  the  Acti  (3)  branches 
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and  agencies  would  be  subjected  to  the  nultistate  prohibition*  of 
I  3(d)  of  the  Act;    (4)  any  foreign  bank  with  a  branch  or  agency  would 
be  subject  to  the  nonbanklng  prohibition*  of  5  *  of  the  Actj    (S)   as 
a  bank  holding  company,   any  foreign  bank  with  a  branch  or  agency  would 
be  subject  to  the  axaalnatlon  and  reporting  requirements  of  the  let) 
and    (6)    any  foreign  bank  with  a  branch  or  agency  and  any  nonbank  tJ.3. 
-  subsidiary  thereof  would  be  subject  to  the  Board's  cease-and-desist 
authority. 

While  It  has  been  contended  that  treating  a  branch  or  agency 
as  a  subsidlsry  under  the  Bank  Holding  Company  Act  ia  a  legal  fiction, 
a  close  examination  of  existing  State  laws  governing  branches  and  agencies 
reveals  that  these  offices  are  now  legally  end  operationally  treated 
as  separate  entities — they  oust  keep  separate  books  and  record*  team 
their  parent,  deposit  securities  in  lieu  of  capital,  Maintain  U.S. 
assets  in  order  to  cover  their  c.a.     liabilities,  observe  lending,  uaury 
and  other  limitations ,   and  in  Haw  York,    Illinois  and  Massachusetts, 
branches  are  given  the  same  rights  and  privileges  as  state  subsidiaries. 
(See  attached  copy  of  a  staff  memorandum  on  the  legal  framework  of 
foreign  bank  operations   in  the  D.B.   which  discusses  th*  Stat*  law  provisions 
in  sore  detail.) 

Essentially,   Congress  has  over  time  developed  a  complex  of 
federal  laws  designed  to  regulate  the  operations  of  U.S.   banks.     She 
provisions  of  these  laws  Interact  in  many  subtle  but  important  ways— 
for  example,     approval  over  bank  mergers  and  cease-and-desist  authority 
are  tied  to  FDXC  insurance,  while  Qlasa-Steagall  restrictions  are  tied 
to  membership  in  the  federal  Reserve  System.     By  amending  this  existing 
framework  to  Include  foreign  bank  operations,  we  can  best  achieve  the 
goal  of  national  treatment. 
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Question  Mo.   5 

On*  provision   In   the  Fed  bill  which  would   sees  to  be  neritorioua 
is  the  extension  of  the  dual  banking  system  to  U.S.   affiliates  of  foreign 
banks*      At   present,    in   the   absence  of   a  Federal  chartering  alternative, 
there  really  is  no  dual  banking  system  as  far  as  foreign  banks  are  con- 
cerned.    Yet>   the  question  arises     if  a  Federal  chartering  or  licensing 
alternative  were  to  be   provided,    should   this  be  admin  stered  by  the 
Federal  Reserve  or,   to  more  closely  parallel  the  O.S.   banking  structure, 
be   administered  by  the  Treasury,   or,   perhaps,    the  Comptroller  Of   the 

MKMXRl     under  the  Board's  bill,   the  Comptroller  of  the  Currency, 
as  the  chartering  authority  for  national  banks,  would  be  given  the  discretion 
of  allowing  a  foreign  bank  to  organise  a  national  bank  subsidiary)  however, 
be  would  have  to  consult  with  the  Secretary  of  Stats,  Secretary  of  Treasury 
and  the  Board  before  granting  a  charter   (Section  13).     In  the  Board's 
judgment,    this  provision  seems  a  natural  extension  of  the  Comptroller 'a 
existing  authority  over  national  banks. 

S.  958  (Section  10)  would  give  the  Board,  as  the  chartering 
authority  for  Edge  Corporations,  the  discretion  of  chartering  an  Edge 
Corporation  for  a  foreign  jfcnkf  however,  the  Board  would  have  to  consult 
with  the  Secretary  of  Treasury  and  Secretary  of  State  before  issuing 
any  such  charter.  Again,  this  provision  seams  a  natural  and  logical 
extension  of  the  Board's  existing  authority. 

Under  Section  18  of  S.    958,    the  Comptroller  would  he  made 

the  chartering  authority  for  federal  branches  of  0-S.  banks,  in  large 
part  because  these  branches  would  be  given  the  same  rights  and  powers 
and  subjected  bo  the  ssms  duties  and  restrictions  as  national  banks i 
again,  be  would  have  to  consult  with  the  Secretary  of  State,  secretary 
of  Treasury  and  the  Board  before  issuing  any  such  charter. 
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Lastly,   under  Section  25  of  the  Board's  proposal,    the  Secretary 
of  the  Treasury  Mould  be  responsible  for  licensing  all  federal  and  State 
foreign  bank  operations  in  the  United  States  other  than  the  chartering 
of  national  banks,   Edge  Corporations,   and  federal  branches  in  which, 
as  described  above,   he  would  have  a  consultative  role.     Me  Secretary 
would  he  required  to  consult  with  the  Secretary  of  State,   the  Board 
and  the  Comptroller   in  acting  on  any  application  for  a  license.     The 
Board  has  proposed  this  provision  because  it  believes  that  the  Secretary 
of  the  Treasury  would  be  best  suited  for  this  overall  licensing  role 
since  he  would  bast  be  able  to  consider  the  full  complex  of  financial. 
Monetary  and  foreign  policy  factors  that  would  be   involved.     His  consultative 
interaction  with  the  Board  and  Comptroller  would,    in  addition,   serve  * 

to  assure  the  development  of  a  uniform  national  policy  on  foreign  bank 
entry  in  the  United  states. 

In  summary,  the  Board  believes  that  the  Secretary  of  the 
Treasury  should  be  given  the  primary  role  on  formulating  guidelines 
concerning  foreign  bank  entry  into  the  U.S.  in  order  to  promote  the 
development  of  a  truly  national  policy  in  this  regard)  the  Board  and 
the  Comptroller,  however,  should  retain  their  traditional  chartering 
discretion  for  Edge  Corporation*  and  national  banks,   respectively. 

With  respect  to  federal  branches,  it  would  seen  that  either 
the  Board  or  the  Comptroller  could  be  the  chartering  authority.  The 
principal  reason  for  choosing  the  Comptroller  would  be  his  experience 
in  administering  the  national  bank  laws.  The  principal  advantage  of 
choosing  the  Board  is  its  substantial  experience  in  dealing  with  foreign 
banking  authorities  in  the  conduct  of  both  Its  monetary  functions  and 
its  supervisory  functions  over  U.S.   banks  abroad. 
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Question  No.  g 

In  terms  of  unfair  advantage,  enphanis  is  placed  an  the  securities 
affiliates  of  foreign  banks  which  ate  not  permitted  to  U.S.  banks? 
Yet  how  do  we  put  this  In  perspective?  It  has  been  suggested  that  the 
magnitude  of  the  .-securities  business  of  these  affiliates  ia  quite  small 
In  regard  to  the  overall  securities  industry.  What  aM  the  statistics 
in  turns  of  the  level  of  activity  of  these  affiliates? 

ANSWER;  Currently,  the  D.8.  securities  affiliates  of  foreign 
banks  (see  Table  IB  in  the  Appendix  to  Vice  Chairman  Mitchell's  testimony 
of  January  28,  1976)  appear  to  engage  primarily  in  buying  and  selling 
U.S.  securities  for  foreign  investors  and  advisory  and  management  services 
related  thereto.-'  Many  of  these  affiliates  have  also  been  increasing 
their  underwriting  participations  in  the  U.S.  principally  In  connection 
with  the  sale  of  foreign  securities  in  the  U.S. 

It  would  seem  that  if  U.S.  securities  affiliates  of  foreign 
banks  continued  to  specialize  in  foreign- re la ted  transactions  in  U.S. 
securities,  they  would  not  gain  significant  competitive  advantages  over 
0.  S.  banks.   [In  this  regard,  it  appears  that  U.S.  banks  have  voiced 
few  objections  to  these  present  activities.)  One  reason  is  that  a  securities 
affiliate  that  is  providing  brokerage  and  underwriting  services  for 
one  of  the  customers  of  its  parent  foreign  bank  is  merely  extending 
a  pre-existing  banking  and  financing  relationship  to  another  country. 
Secondly,  since  U.S.  banks  may,  through  subsidiaries,  engage  in  limited 
investment  banking  activities  in  certain  foreign  countries,  any  competitive 

1/  The  statistics  Included  in  Table  IB  are,  as  indicated  in  the  footnotes 
to  the  table,  taken  from  secondary  sources.  See  especially,  "Foreign 
Firms  on  the  Rebound*,  Finance  Magazine,  July,  1975  and  "Why  Foreigners  Are 
Buying  Into  Hall  Street  Firms",  Institutional  Inveater,  December,  1974, 
copies  of  which  are  enclosed.  Conclusions  have  also  been  drawn  from  the 
staff's  examination  of  public  responses  filed  with  the  Securities  and 
Exchange  Commission  in  response  to  their  release  No.  10634  on  February  8, 
1974  on  the  issue  of  foreign  access  to  U.S.  securities  markets.   The 
staff  knows  of  no  aggregate  statistical  summary  that  haa  been  prepared  by 
the  SEC  staff  on  the  activities  of  foreign  broker -dealers  in  the  U.S. 
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advantage  a  foreign  bank  nay  have  in  offering   ltt  foreign  c 
commercial  and   investment  banking  services  in  the  U.S.   is  balanced  to 
a  certain  degree  by  the  ability  of  0.8.   bants  to  offer   similar  services 
to  their  d-S.  customers  abroad. 

It  would  seea  that  significant  unfair  competitive  advantages 
would  be  coat  likely  to  develop  if  the  U.S.   securities  affiliates  of 
foreign  banks  became  significant  competitor a   in  the  provision  of  brokerage 
and  underwriting  services  to  U.S.  customers.     In  order  for  these  affiliates 
to  become  significant  competitors  in  the  danestic  market,   it  appears, 
however,   that  certain  natural  competitive  and  legal  barriers  must  be 
overcome.     First,   the  U.S.   securities  affiliates  of  foreign  banks  ara 
currently  not  permitted  to  become  members  of  the  New  Xork  or  American 
stock  exchanges}   this  situation  may  change,  however  as  Roderick  Bills, 
Chairman  of  the  Securities  and  Exchange  Commission   ("SEC*),   recently 
Indicated  in  a  letter  of  December  4,  1975  to  the  Hew  York  Stock  Exchange 
that  the  recent  Securities  Acts  Amendments  of  1975  "would  not  appear 
to  permit  the  Comalsslon  to  acquiesce  in  a  denial  of  membership  to  a 
foreign-controlled  or  affiliated  broker-dealer".     Mr.  Bills  further 
indicated,  however,   that  these  Issues  would  be  more  appropriately  resolved 
in  the  context  of  a  specific  proceeding.     Second,   in  order   to  become 
significant  competitors  in  retail  brokerage  services,   it  would  appear 
that  these  affiliates  would  have  to  embark  on  a  program  of  aggressive 
de  novo  expansion  in  cities  across  the  country.     Given  the  well-established 
position  of  the  largest  U.S.   securities  firms  in  this  market  and  the 
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difficulty  of  establishing  name  identification  with  the  D.8.  public. 

this  does  not  mm  likely.     Third,    in  order  to  become  significant  cafrr 

petltors  In  the  underwriting,  distribution  and  sale  of  securities  in 

the  U.S.    (the  Glass-Steagall  activities))   these  companies  would  have 

to  demonstrate  an  ability  to   lanage  and  put  together  D.S.   underwriting 

syndicates — a  difficult  endeavor  for  a  foreign-owned  fin.     In  general, 

it  would  appear  that,  at  least  for  the  foreseeable  future,   securities 

f Iras  affiliated  with  foreign  banks  would  continue  to  focus  their  activities 

on  foreign-related  transactions,   thus  tending  to  minimize  competitive 

advantages  over  U.S.   banks. 

The  principal  problem  with  devising  limits  on  the  future  growth 
of  the  securities  affiliates  of  foreign  banks   is  finding  an  equitable 
formula  that  does  not  place  these  affiliates  at  a  severe  competitive 
disadvantage  with  0.3.   securities  firms.      In  this  regard  various  types 
of  limitations  have  been  suggested.     One  type  of  limitation  would  go 
to  "type"  of  activity— that  is,    limit  these  affiliates  to  conducting 
an  international  or  foreign  business.     For  example,   such  affiliates 
could  only    (1)    perform  brokerage  services  for  foreign  customers,    (3) 
provide  Investment  advice  to  foreign  customers,   and   (3)    underwrite  abroad 
and  participate   in  distributions  of  foreign  securities  in  the  0.8. 
"lira  type  of  limitation  would  probably  minimise  any  competitive  advantages 
over  D.S.  banks  but  would  also  appear   to  be  inconsistent  with  what  Mr. 
Rills  has  called  "a  Congressional  expression  in  the  Securities  Acts 
Amendments  of  1975  supportive  of  the  united  States  taking  the  lead  in 
fostering  a  more  open  climate  for   international  financing  by  permitting 
access  by  foreign  firms  to  our  market".     The  second  type  of  limitation 
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was  recently  proposed  by  the  Hew  York  Stock  Exchange,   Inc.,   In 
dated  February  4,    1976,    filed  with   the   Subcommittee  on  S.    958.      While 
generally  opposing  grandfathering  of  securities  affiliates  of   foreign 
banks,  the  NYSE  proposed  that  if  such  affiliates  were  grandfathered 
then  further   injections  of  ce ?ital  froa  the  foreign  parents,  other   than 
to  replenish  capital  losses,  oe  limited,     while  this  approach  would 
grandfather  all  activities,   it  could  perhaps  lead  to  similar  conditions 
being  imposed  on  the  subsidiaries  of  U.S.   banks  abroad — thus  putting 
U.S.   banks  at  a  competitive  disadvantage  with  foreign  banks. 

Another  possibility  would  be  to  Halt  operations  in  the  United 
States  to  a  single  office  location  which  would  have  the  effect  of  prohibiting 
the  future  development  of  a  significant  retail  business. 

Overall,   it  would  appear  premature  at  this  time  to  Impose 
any  specific  limitations  on  the  growth  of  0.8.   securities  companies 
affiliated  with  foreign  banks.     If,   as  is  suggested  in  the  Board's  pro- 
posal,  the  Board  were  given  the  power  to  review  and  limit,    if  necessary, 
the  activities  of   these  affiliates  under  the  standards  of  section  4 
of  the  Bank  Holding  Company  Act  of  1956,  as  amended,   this  would  seem 
the  best  solution  at  the  present  time,   since  the  activities  and  relation- 
ships of  theae  affiliates  with  the  U.S.  operations  of  their  parent  foreign 
banks  could  be  reviewed  in  greater  detail, and  specific  abuses,   if  any, 
could  be  dealt  with  by  regulation  or  future  legislation. 


!y  Google 


FROM       FINANCE     MAGAZINE      JULY  ]VTS 

Foreign  Firms, 
©ra  the  Rebound 

U.S.  subsidiaries  of  overseas  banks  and  brokerage  houses 
post  glittering  results  for  the  first  half  of  1 975  after  heavy 
losses  many  incurred  last  year.  The  New  York  Stock  Ex- 
change, however,  still  withholds  the  welcome  mat. 
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"Because  of  the  substantially  higher 
volume,  our  gross  revenue  for  Ihe 
sii  months  through  June  has  already 
exceeded  all  of  1974."  Molin  stales. 
Suez  American's  experience  ij  far 
Irom  unique.  New  York-based  ADD 
Corp.,  highly  diversified  U.S. 
securities  subsidiary  of  four  Euro- 
pean banks,  has  parlayed  the  rise  in 
stock  volume  and  prices  into  pre-tax 
profits  of  SI  .6  million  for  the  first 
six  months  of  1975,  up  20  percent 
from  SI.3  million  pre-tax  for  all  of 


hard-driving,  president.  Under  his 
direction,  ABD  has  carved  out 
several  profit  centers  in  serving  U.S. 
clients  in  addition  to  providing 
brokerage  for  its  foreign  parents. 
These  include  acting  as  "S2"  or  in- 
'  dependent  brokers  and  specialists 
on  bolh  Ihe  Boston  and  Midwest  ex- 
changes, block  stock  trading,  un- 
derwriting and  international  ar- 
bitrage, among  other  things.  The 
firm  plans  also  to  establish  a  52- 
brokcrage  capability  soon  on  the 
Pacific  Coast  Exchange,  as  well. 


Icig  Board  Seat 


changes  which  generally  encourage 

stopped  feisty  Schmidl-Scheuber, 
who  is  trying  to  gel  the  Big  Board  to 
reconsider.  The  first  foreigner  ad- 
mitted to  the  Boston  exchange  (in 
196(1)  and  currently  that  exchange's 
vice  chairman  (since  the  early  70s), 
Schmidl-Scheuber  says  frankly  he 
covets  a  Big  Board  scat  both  for 
"the  prestige"  and  the  opportunity 
to  become  a  specialist  also  on  the 
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"It  would  be  a  logical  continua- 
tion of  our  activities  in  the  United  - 
Stales."  he  avers. 

The  Big  Board  has  resisted 
foreign  membership  for  one  prin- 
cipal reason.  "Our  position  is  one  of 

spokesman.  "Right  no*,  most 
foreign  governments  restrict  U.S. 
securities  firms  to  some  extent,  so 
we  feel  we  have  no  other  choice  until 
these  foreign  countries  start  to  treat 
our  brokers  as  they  want  theirs  to  be 


HI- 


ultipJa  Ownership 


Nederland  N.V.  (Amsterdam). 
Banque  de  Bruxellcs  S.A.  (Brussels). 
Bayerische  Hypotheken-und- 
Wechset  Bank  (Frankfurt)  and 
Dresdner  Bank  A.G.  (Frankfurt). 
Before  the  formation  of  the  com- 
bined  operation.  Schmidl-Scheuber 
for  four  years  pre 
operal 


in  the 
U.S.  on  behalf  of  Dresdner  Bank 

The  ABD  president  reports  sharp 
revenue  gains  across  the  board  for 
the  current  year.  "So  far  this  year, 
we  have  traded  30  million  shares  in 
the  first  five  months  against  46 
million  shares  for  all  of  1974."  he 
says.  The  firm's  underwriting  par- 
ticipations also  arc  booming,  having 
already  topped  SI0O  million  so  far 
this  year,  just  a  touch  under  1103 
million  registered  in  all  of  1974. 

Another  leading  foreign  securities 
firm  based  in  New  York  with  multi- 
ple European  bank  parentage  is 
SoGen-Swiss  International  Corp. 
Income  from  commission  business 
and  corporate  bond  trading,  Sogen 

sources,  has  been  "running  well 
ahead"  of  last  year,  according  to 
Hart  Perry,  president  and  chief  en- 
ecutivc  officer.  Corporate  finance 
activities  arc  also  surging:  This  past 
spring  SoGcn  co-muntigcd  (with 
White.  Weld  &  Co.)  its  first  public 
offering,  a  SIOO  million  offering  on 
behalf  of  Banque  Francaise  du 
Commerce  Exlericur  [the  French 
version  of  the  U.S.  Esport- Import 
bank). 
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Rotterdam  Bank.  N.V.;  Credit 
Suisse  (Zurich);  Sociele  Generate, 
Societe  Alsacienne  de  Banque  and 
Societe  Genera  le  de  Ban  que,  alt  or 
Paris,  and  Sofina,  S.A.  Brussels. 
With  those  banks'  approval  SoGcn 
Swiss  has  added  to  its  underwriting 
and  brokerage  activities  and  has 
now  designed  services  principally 
Tor  U.S.  clients,  including  municipal 
bond  and  money-market  trading 
desks. 

All  told,  there  are  currently  31 
brokerage  affiliates  or  foreign 
parent  companies  active  in  the  U.S., 
clustered  principally  in  Wall  Street 

Chicago,  Los  Angeles,  San  Fran- 
cisco and  Boston.  Roughly  a.  third 
of  the  total  are  owned  by  one  or 


several  banks  representing  different 
European  countries  (as  in  the  case  of 
SoGen  and  A8D).  Tbe  other  two- 
thirds  are  mainly  lied  to  investment 
banking  houses  and  securities  Firms 
principally  in  London  and  Japan. 
(See  detailed  listing  accompanying 
this  article). 
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in  the  U.S.  has  been  expanding 
rapidly.  The  current  contingent 
represents  an  increase  of  TO  percent 
from  23  a  year  ago.  Yet  this  could 
only  be  the  beginning  if  ABD 
Corp.'s  challenge  of  the  Big  Board's 
prohibition     against     foreign 

Among  the  various  nationalities, 
perhaps  the  most  cohesive  single 
contingent  consists  of  five  Japanese 
securities  subsidiaries  —  Nomura 
Securities  International:  Nikko 
Securities  Co.  International;  Daiwa 
Securities  Co.  of  America;  Yamaichi 
International  (America)  Inc.;  and 
New  Japan  Securities  International. 
The  Japanese  subsidiaries  along 
with  most  of  the  other  foreign  firms 
(and  much  or  Wall  Street  itself)  lost 
money  last  year  (ABD  was  one  or 
the  notable  eiccplions).  To  cope 
with  hard  limes  in  1974,  the 
Japanese  firms  cut  back  on  their 
stuffs  in  the  U.S.  and  otherwise 
battened  down  the  hatches.  They  are 
thus  now  doubly  pleased  over  this 
year's  gains  in  both  their  com- 
missions and  underwriting  activity. 
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nk  IFrankfurt);  Union  Bank  of  Synttarlmd  [Zurich) 
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percent  ahead  of  the  corresponding 
period  of  1974  while  its  un- 
derwriting volume  is  up  "by  much 
belter  than  25  percent,"  according 

Nomura  has  co-managed  two 
sizable  securities  offering!,  or  ISO 
million  each:  an  issue  of  VA%  con- 
vertible debentures  brought  out  Tor 
Komatsu    Ltd.,    big    Tokyo-based 

conjunction  with  Merrill  Lynch, 
Pierce,  Fenner  &  Smith  and 'J. 
Henry  Schroder  Waggj  and  an 
issue  of  $Vi%  guaranteed  notes  of 
the  Japan  Development  Bank,  co- 
managed  with  First  Boston  Corp., 
Smith  Barney  and  Dillon  Read. 


JJrc-Muy  Day  Commissions 

Helping  (he  Japanese  securities 
subsidiaries  in  the  U.S.  is  the  fact 
that  they  have  been  subjected  to  lit- 

the  negotiated  rale  syndrome 
currently  sweeping  Wall  Street:  ir 
anything,  ironically,  they  have 
benefitted  from  the  situation.  That's 
because,  to  the  extent  the  Japanese 
securities  firms  place  orders  for 
stocks  through  member  firms  of  the 
NYSE,  their  cost  is  discounted  to 
some  extent:  but  when  the  Japanese 
firms  later  resell  to  investors  in  the 
home  islands,  they  do  so  at  the  old 
fixed  rates,  and  thereby,  if  anything, 
widen  Iheir  spread.  The  situation 
clearly  has  been  too  good  to  last: 
U.S.  brokers,  for  one  thing,  have 
become  more  active  in  offering 
the  discounts  directly  to  investors 
in  Japan .  instead  of  dealing 
through  intermediaries.  As  a  con- 
sequenn:,  the  Japanese  Finance 
Ministry  recently  has  begun  ex- 
changing views  with   the  Japanese 
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Although  the  Japanese  sub- 
sidies have  benefitted  from  Ihc 
spreads,  they  have  nol  pressed  es- 
pecially  hard  Tor  the  discounts,  ac- 
cording to  sources  close  to  Japanese 
brokerage  practices.  "There's  been 
no  need  to,"  says  an  official. 
"American  brokers  have  been  swar- 
ming all  over  us,  volunteering  dis- 
counts," he  adds  —  though  con- 
ceded! v  those  discounts  are  nol  as 
great  as  Ihc  concessions  granted 
more  demanding  U.S.  institutions. 

Nol  all  foreign  securities  sub- 
sidiaries in  the  U.S.  are  dealt  with  as 
generously.  SoGen  Swiss,  for  exam- 
ple, does  a  fair  amount  or  brokerage 

U.S.  multinational  corporations,  as 
a  result  of  a  unique  research  service 
it  originates  on  the  European 
operations  of  those  companies  from 
the  Continent.  The  U.S.  institutions 
in  these  instances  insist  on  substan- 
tial discounts,  and  to  "meet  the 
competition,"  SoGen  has  been  cut- 
ling  its  fees  by  20  to  25  percent. 
President  Perry  says.  Now,  foreign 
investors,  including  the  firm's 
parent  banks,  also  are  requesting 
discounts  though  the  "pressure  is 
not  as  severe,"  he  adds;  in  those  in- 
stances, the  reduction  lends  to  run 
from  10  to  IS  percent. 

Other  major  foreign  securities 
subsidiaries  in  the  U.S.  —  also 
formed  by  two  or  more  European 
banks—  include  Euro  Partners 
Securities  Corp.,  owned  jointly  by 
Credit  Lyonnais  (Paris),  Commerz- 
bank  (Frankfurt)  and  Banco  di 
Roma  (Rome):  and  UBS-DB  Cor- 
poration owned  by  Deutsche  Bank 
(Frankfurt)  and  Union  Bank  of 
Switzerland  (Zurich).  The  two  subs 
are  among  the  most  active  of  the 
foreign  firms  in  participating  in  un- 
n  the  U.S. 
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is  ihe  rediscovery  of  U.S.  slocks  by 
Foreign  investor*.  The  New  York 
Slock  Exchange,  which  keeps  labs 
on  such  mailers,  declares  I  hat  the 
jump  in  trading  volume  in  U.S.  cor- 
porate stock  on  behair ol~  foreign  in- 
vestors was  nothing  short  of 
"dramatic"  in  the  first  quarter  of 
1975.  the  latest  period  for  which 
figures  arc  available.  According  lo 
the  International  Finance  division 
of  Ihe  Big  Board's  Research  Depart- 
ment, such  activity  in  the  first  I97S 
quarter  soared  lo  almost  SS.6 
billion,  an  increase  over  50%  from 
the  fourth  quarter  of  1974. 
Although  Big  Board  member  firms 


foreign    brokerage    business,    their 

period  slipped  lo  58  percent  from  62 
percent.  Reason:  Foreign  in- 
larger  proportion  of  Ihe  business  lo 
Ihe  U.S.  subsidiaries  or  foreign 
banks,  brokerages  and  other  parent 
organizations. 

Foreign  activity  in  lined  U.S. 
securities  in  the  first  quarter  mainly 
involved  purchases  and  showed  par- 
ticularly sharp  increases  for 
Switzerland.  United  Kingdom. 
France.  Germany.  Canada  and  the 
OPEC  Persian  Gulf  Countries.  Only 
Japan  showed  a  decline  in  overall 
activity  with  sales  of  U.S.  securities 
running  well  ahead  of  purchase!. 

As  foreigners  stepped  up  their  in- 
terest in  U.S.  slocks,  Americans 
were  returning  the  favor.  U.S.  in- 
vestors for  some  years  have  avoided 
securities  of  foreign  corporations, 
but  in  the  first  1975  quarter  again 
became  net  buyers  on  balance  of 
foreign  securities.  Americans  show- 
ed the  greatest  interest  in  acquiring 
the  slocks  of  British,  Canadian  and 
Japanese  companies;  much  of  the 
U.K.  activity,  ii  is  believed,  reflected 
the  buying  of  South  African  gold 

There  arc  other  basic  differences 

[ices.  When  U.S.  investors  huy 
shares  of  European  companies  they 
lend  to  funnel  their  orders  through 
N.Y.S.E.  member  firms.  Orders  by 
U.S.  inveslors  for  Japanese  equities, 
on  ihe  other  hand,  are  usually 
handled  directly  by  the  U.S.  sub- 
sidiaries of  Japanese  broker-dealers. 
One    reason    is   that   Japanese 
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FROM     THE 
INSTITUTIONAL  INVESTOR    DECEMBER  1974 

Why  foreigners  are  buying 
into  Wall  Street  firms 
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FROM   THE    FINANCE  M6AZINE   IWH  WS 

The  Securities  Industry  turns  the  corner  with  a  hefty  profit  in  the  fourth  quarter  of  1974 
and  an  even  more  bountiful  performance  In  the  first  quarter  ol  1975  now  ending.  Cries  ol 
"super"  ring  again  through  the  revitalized  New  York  financial  district. 

ByH.LEESILBERMAN 

THE    WORD   •■SUPER"    in 
reluming  Willi  a   hung   In  the 


tcilude.    Smiling   in   early    (973. 

alilKisI 'lu<>  iclirs  Kinie  S5«  h-lli.iii 
in  equity  saiucs.  sharply  clepioMng 
[railing  volume  and  Inning  scores  "I 
additional  ieciirilki  linn*  nut  uf 
husinevs.    In    place   of  iU    former 


■The  niarp  slide  had  been  hrouj 
un.  of  course  by  double  digit  inl 
lion,  sharply   rising   jntcresl   ral 

economy  itself  was  probably  head 
lor  j  fierce  shaking  out.  Then  li 
Ij-sl  hall,  inflationary  and  inlerc 
rale  trends  linally  appeared  to  pe 
and  the  market  consensus,  looki 


farea 


Heralding  Ihc  regeneration.  The 
New  York  Times  featured  a  three- 
Lolumn  headline  on  ils  front  page  in 
mid  February  proclaiming:  "Wall 
Slrrcl  in  Ihc  Ulack."  The  substance 
of  the  report  «as  lhal  New  York 
Stock  lischangc  member  firms  in 
Ihc  fourth  quarter  of  I'I74.  thanks  In 
•.uhiiiiiiiiiillN  higher  -lock  market 
mlunlc  anil  an  K  percent  commis- 
sion increase  in  November,  hail 
logged  enough  aggregate  preiai  ear- 
nings til  wind  up  the  year  as  a  whole 
nearly  SJ6  million  in  the  hlack.  The 
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major  industry  trade  (roup,   h 

duslry's  fortunes.  '"It  means  that  the 


Whit  is  (he  likelihood  thai  (he 
earnings  trend  will  continue? 

Securities  industry  executives  ei- 
pect  the  firms  to  remain  in  1h«  black. 
although  they  doubt  that  the  recent 


ai  of  May  1.  (975.  Inevitably,  they 

in  brokerage  commission  revenues 
or  as  yet  unknown  proportion*.  II. 
Virgil  Shcrrill.  chairman  of  the 
Securities  Industry  Association, 
principal  industry  truth:  group,  is 
hoping  for  the  best.  He  anticipates 
that  the  forthcoming  "Mayday" 
change  in  Ihc  present  schedule  of 
quasi'futed  and  tiuasi-frcc  rales  — 
consisting  of  fixed  minimum  rates 
on  transactions  from  12.000  up  to 
1300.000.    with    negotiated 


aflei  May  I"—  an  appraisal  bawd 
apparently  on  the  eipeclation  that 
currently  high  Hied  operating  trusts 
will  inhibit  much  rate  cutting. 
Sherrill  who  is  also  president  of  the 
large  diversified  New  York- based 
firm  of  Shields  Model  Roland,  Inc.. 
anticipates,  additionally,  that  many 
firms  are  likely,  if  anything,  to  assess 
separate  additional  Tees  for  various 
"unbundled"  services  they  previous- 
ly provided  without  charge  (notably 
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many  believe  that  the  recent  surge 
muinly  reflected  major  buying 
program*  of  large  institutions  and 
borrowed  from  Hading  Ihey  might 
do  in  the  future.  Bui  if  the  volume 
outlook  is  cloudy,  securities  people 

-another  major  revenue  source  — 
specifically,  prospective  income 
from  Ihe  underwriting  and  syndica- 
tion of  new  securities  issues.  The 
volume  of  such  offerings  (notably 
debt  issuci  by  corporations)  hat  ex- 
ploded since  the  start  of  1975  a>  a 
ureal  variety  of  issuers  acted  to 
rebuild  liquidity  choked  off  during 
last  year's  tight-money  syndrome. 
The  volume  of  such  offerings  rose  to 
a  substantial  S3.6  billion  in  January, 


sharply  from  the  average  monthly 


Two  other  factors  lately  have 
been  favoring  the  economics  of  Wall 
Street  firms:  First  is  the  appreciation 

in  the  value  of  the  firms'  inventories 
of  securiiies  held  for  their  own  ac- 
count —  improvement  resulting 
from  the  dramatic  decline  in  interest 

and  which  has  bolstered  Ihe  firm*' 
balance-sheet  and  capital  position*. 
Second,   Ihe   firms   continue   lo 

operating  costs  that  Ihey  generally 
put  into  effect  in  1973  and  1974  lo 
cope  with  the  depressed  markets  in 
*  yean:  the  relatively  Lowe 

translate   a   _ 
■heir    recently   i 
directly  mm  profits. 
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meaningfully  to  the  capiu 

firms  in   1974.  (Set 

derwriling  firms  by  capital 
position.)  The  [otil  capital  of  the  25 
largest  firms  amounted  to  12.1 
billion  (over  SI.6S  billion  in  equity 


d,:r«0h!llM>n  in  capiul  fundul 

billion  equity)  at  year-end.  1973. 

In  lieu  nf  retained  earnings. 


infusion  of  long-term  funds  from 
abroad.  NYSK  nilcs  limit  foreign 
participants  lo  a  minimum  25  per- 


oting  stock  of  a 


proliis.  Eight  Big  Board  member 
firms  Have  foreign  partners,  at 
shown  in  Ihe  accompanying  list. 
Two.  Oppenheimet  &  Co.,  and) 
AG.  Becker  &  Co..  (now  Becker  k 
rg- Paribus  Group)  were  the 


Largest.  Sheareon,  Ham- 
null  &  Co..  Inc.  (which  ranked  20th 
in    laat   year's    listing   with   140.6 

into  Hayden  Stone.  Inc.  (No.  23 
with  139.8  million  capital);  the  resul- 
tant lirm.  Sheanon   Hayden  Stone. 

ing  to  10th  place,  with  total  capital 

Another  prominent  firm  that  has 
gone  by  the  boards  via  the  merger 
<  route  is  Model  Roland  &  Co.,  Inc. 
(No.  69  with  II  1.3  capital  in  Ian 
year's  ranking.)  Model  joined  forces 
with  Shields  &  Co..  Inc.,  (No.  31 


*  holds  down  30th  spot  in 
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No.  39  wiih  S20.5 
liul  lust  year.  „  in  li. 
er  merging  some  of  in 


currently  rated  asNo.  ?6.  withSil.6 
million  in  capital  fund.. 

Stone  &  Webster  Securities  Corp., 
which  ranked  49lh  with  nearly  117 
million  in  capital  I  us:  year,  it 
another  firm  thai  has  since  gone 
uuictly  out  of  the  brokerage 
business.  The  company  continues  in 
major  management  consulting  and 
engineering  businesses  under  the 
Stone  &  Webster  name. 


merger  activity  in  recent  months, 
corresponding  roughly  to  the  pickup 
in  industrv  conditions  sinning  late 
last   Fall.   What   is'happening.   in 


deus-evmachina  phenomenon 
has  reeurredagain  and  again  in  \ 
Street's  variegated  history  of  ne 
200  yean. 

market  in  1969.  however,  well  ■ 
500  Firms  of  some  consequence  I 


rescue.  Industry  analysts  anticipate, 
moreover,  the  brokerage  communi- 
ty will  have  contracted  further  the 

"We'll  never  really  eliminate  the 

dustry."  says  Roger  Klein.  SI  A 
economist  and  research  director. 
"The  trend  ironically  is  usually  con 

"  ■  -  Ulll  if.  Wall  Street 
well   while   the   rest   of   the 

imy  is  suffering  and  vice  ver- 


phase.   Clearly   something   had   to 
tim    to    a    disinflationary    Federal 

ascendancy.  If  putt  is  prologue,  that 
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Foreign  Participation  in  New  York  Stock  Exchange  Member  Firms 


NYSE  Member 

Foreign  Participant 

Becker  &  Wart)  u  rg- Peri  be  i  Group,  Inc. 

Compagnie  Financiers  de  Paris  et  des 
Pays-Bas  and  5.  G.  Warburg  &  Co.,  Ltd.. 

William  D.  Witter,  Inc. 

Compagnie  Lambert  of  Belgium 

Lehman  Brother*,  Inc. 

Svizzera  and  Sudamerica,  subsidiary 
companies  of  the  Banca  Commercials 
Italians 

White,  Weld  &  Co.,  Inc. 

Credit  Suisse  of  Switzerland 

Shields  Model  Roland,  Inc. 

Joyitha  AG  of  Switzerland  and 
Banca  Commerciale  Italians 

Lazard  Freres  &  Co. 

Several  non-American  partners,  most 
of  them  French 

Federated  Capital  Management 
Associate*  Inc. 

Two  Swiss  holding  companies,  Bran- 
don Finanz  AG  and  Nevf  ina  AG 

Oppenheimer  &  Co..  Inc. 

Cables  Investment  Trust,  Ltd. 
(a  member  of  London's  Elect  ra 
House  Group) 
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Question  so.  7 

Another  alleged  advantage  Is  the  ability  of  foreign  banks 
to  do  business  in  mjre  than  one  state   Yeti  if  a  State  has  determined 
that  it  wants  to  encourage  foreign  banks  to  do  business  within  its  border* 
and  doesn't  care  whether  such  banks  may  also  be  doing  business  In  another 
State,  then  why  should  the  Federal  government  be  concerned? 

Question  Ho.  8 

Again,   on  the  branching  question,   it  has  been  suggested  that, 
for  all  intents  and  purposes,   U.S.   banks  through  Edge  Corporations, 
loan  production  offices,  and  so  forth,   are  actually  doing  business  in 
a  variety  of  ways  on  an  interstate  basis  and  that   there  really  is  no 
competitive  disadvantage  vis-a-vis  their  foreign  co=petlt"rs.      In  other 
words,  when  we  talk  about  multi-State  operations,   when  «r  compare  apples 
to  apples,   are  not  the  U.S.   banks  and  the  foreign  banks  on  a  par  with 
each  other? 

AHSMBRSi  It  is  felt  that  these  questions  would  best  be  answered 
in  the  context  of  a  general  diacussaion  concerning  the  multi-State  opera- 
tions of  foreign  banks. 

Federal  Restrictions  on  Multi-State  Banking.     Because  of  the 
KcFadden  Act,  national  and  State  member  banks  are  unable  to  establish 
branches  outside  of  their  hone  State  of  operations.     State  law  restrictions 
serve  to  limit  non-member  banks  to  the  same  ground  rules.     Because  of 
the  Bank  Holding  Company  Act,   any  company  controlling  one  or  note  banks 
in  a  given  State   (any  such  company  hereinafter  being  referred  to  as 
a  "bank  holding  company')    is  unable  to  acquire  more  than  a  5  per  cent 
voting  share  interest  in  another  bank  located  outside  of  such  State, 
unless  the  receiving  State  enacts  a  law  specifically  allowing  such  acquisi- 
tion.    To  date,   only  Maine  has  enacted  such  a  statute   [effective  in 
1.978),  which  statute  depends  on  a  Maine  bank  being  given  reciprocal 
privileges  in  another  State. 

Unlike  their  domestic  counterparts,   foreign  banks  have  been 
able   to  establish  branches  and  agencies   in  more  than  one  State.     This 
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ability  derives  from  four  basic  factors:   (1)  the  branching  powers  of 
foreign  bank!  are  determined  by  foreign  lav  and  not  federal  or  State 
law;  (2)  since  foreign  banks  are  Ineligible  for  membership  in  the  Federal 
Reserve  System  imposition  of  McPadden  Act  restriction*  through  Federal 
Reserve  membership  is  not  possible;  (3)  branches  and  agencies  of  foreign 
banks  are  not  defined  as  'bank*  subsidiaries  under  the  BOCA,  and  are 
thus  not  subject  to  the  multi-State  banking  prohibitions  of  that  legislation} 
and  (4)  key  commercial  States  have  enacted  specific  legislation  permitting 
entry  for  foreign  banks  only.  Kany  foreign  banks  have  taken  advantage 
of  this  opportunity  by  establishing  branches  and  agencies  in  New  York 
and  California>  and,  increasingly,  in  Illinois.  Also,  several  foreign 
banks  have  organized  subsidiaries  in  one  State,  usually  New  York  or 
California,  and  established  branches  or  agencies  in  additional  State*. 
Table  IT  in  Governor  Mitchell's  testimony  of  January  28,  1976  seta  forth 
the  multi-state  operations  of  foreign  bank*  in  the  U.S. 

It  has  been  argued  that  the  lack  of  federal  regulation  over 
the  multi-State  branch  and  agency  operations  of  foreign  bank*  does  not 
really  give  foreign  bank*  a  competitive  "nult.i- state  advantage"  over 
domestic  banks  and  doea  not  really  require  any  torn  of  federal  scrutiny, 
since  each  State  has  the  right  to  prohibit  foreign  bank  entry,  ttiia 
argument  is  usually  supported  on  the  following  grounds:   (1)  done* tic 
banks  have  already  established  a  multi-State  presence  through  the  establish- 
ment of  loan  production  offices,  Edge  Act  Corporations,  and  nonbanking 
affiliates  in  other  States;  (2)  foreign  banks  are  principally  concerned 
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with  conducting   International  banking  operations  on  a  multi-State  baslii 
alallar  to  that  conducted  by  the  multi-state  Edge  Act  Corporation  sub- 
aidiarlea  of  large  dur.cs tic:  banks    (foreign  banks  ars  prohibited  by  law 
fro*  establishing  such  subsidiaries),  and  it  is  In  the  national  interest 
to  encourage  their  wider  participation  in  such  activities)    (3)    the  McFadden 
Act  and  Bank  Holding  Coapany  Act  restrictions  were  principally  designed  to 

give  each  State  the  right  to  determine  whether  It  wanted  to  pers.it 
an  out-of-state  bank  or  bank  holding  coapany  to  enter  and  not  to  per 
se  prohibit  multi-State  operations;  and    (*)    from,  a  public  policy  standpoint, 
the  existing  wilt i -State  restrictions  are"  anticompetitive  and  conducive 
to  the  creation  of  local  monopolies. 

While   It  Bay  be  difficult  to  quantify  any  "multi-State"  advantage 
that  foreign  banks  have  vis-a-vis  large  domestic  banks,   attempts  to 
draw  pnralle in  with  the  "interstate  operations'  of  domestic  banks  are 
unperauaalve  since  Edge  Corporations  and  nonbank  affiliates  of  bank 
holding  companies  cannot  engage   in  domestic  commercial  banking  operations 
and  they  are,    In  any  event,   subject  to  extensive  federal  regulation 
by  the  Board.     Symmetry  would  thus  call  for  similar  federal  regulation 
Of  branch  and  agency  operations  and  for  a  regulatory  structure  that 
would  afford  foreign  banks  the  opportunity  to  organise  Edge  Act  Corpora- 
tions. 

The  fact  that  foreign  banks  are  substantially  engaged  in  Inter- 
national banking  activities  does  not  argue  for  State  control}  on  the 
contrary,    It  argues  for  federal  regulation  since  these  international 
trade  activities  are  primarily  matters  of  national  concern  and  interest. 
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It  is  significant  to  note  in  this  regard   that  parallelism  again  calls 
foe  federal  requlatlon  since  large  domestic  bonks  for  the  most  part 
conduct  their   International  banking  operations   through  federally-chartered 
and  regulated  Edge  Act  Corporations,   which  vers  created  by  the  Congress 
to  prorate   the  foreign  trade    ind  commerce  of  the  U.S. 

1o  view  the  McFadden  Act  and  Bank  Holding  Company  Act  as  being 
intended  to  protect  only  states'  rights  is  to  take  too  narrow  a  view 
of  the  purposes  of  such  legislation.     Congress  has  always  been  concerned 
with  preventing   the  development  in  the  united  States  of  a  highly  concentrated 
national  banking  system.      Sirply  stated,    the  States  lack  the  jurisdiction, 
ability,  and  Interest  to  assess  the  effects  of  nultl-State  banking  operations 
on  the  national  economy  and  the  nation's  banking  system  their  task 
in  Made  especially  difficult  by  the  fact  that  branch  and  agency  resources 
can  and  are  freely  transferred  across  State  and  national  boundaries. 
No  one  State  can  determine  the  true  competitive  Impact  of  a  foreign 
bank  that  has  multi-State  offices;  a  national  perspective  is  instead 
required  to  access  the    interstate      that   is  national,  operations  of 
foreign  banks,     nils  can  only  be  accomplished  if  a  single  federal  authority 
is  given  Jurisdiction  over  all  branch  and  agency  operations. 

Mb  lie  Congress  may  eventually  find  federal  multi-State  banking 
restrictions  to  be  anticompetitive  and  at  odds  with  modern  banking 
technology,    it  has  not  yet  done  so.     Accordingly,    it  seeme  unreasonable 
to  continue  to  grant  a  rapidly  growing  class  of  commercial  banking   Institu- 
tions a  perpetual  exemption  from  multi-State  restrictions!,   as  this  will 
only  serve  to  multiply  over  tisw  any  competitive  advantages  that  may 
develop. 
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ANSWER!      At   the  present   tine  one  or  mice  of  the  federal  bank 
author i tins    (the  Comptroller  of  the  Currency,    the  Board  and  the  FDIC) 
supervise,    regulate  and  examine  the  banking  operations  of  banking   institutions 
in  this  country  that  account  for  98  par  cent  or  more  of  all  deposits. 
Branches  and  agencies  of  foreign  banks  are  virtually  the  only  banking 
institutions  exempt  from  this  federal  regulation. 

It  shoos  reasonable   to  assume  that  the  overall  purpose  of 
Federal  examination!   regulation  and  supervision  of  commercial  banks 
in  the  United  States   is  to  Maintain  a  sound,  competitive  and  effective 
banking  system.     10  do  so,   it  logically  follows  that  every  significant 
coasMtclal  banking  sector  should  be  included  and  should  be  subjected 
to  uniform  atandards  of  regulation.     While  branches  and  agencies  have 
snail  domestic  deposit- taking  activities,   they  do  play  significant  roles 
in  international  trade  financing,   commercial  lending,  and  foreign  exchange 
and  money-market  operations.     Should  a  branch  or  agency  of  a  foreign 
bank  in  thia  country  have  to  close  its  doors,    it  would  not  only  affect 
depositors   tat  a  branch)   but  also  other  U.S.  creditors  of  the  branch 
or  agency,    including  specifically  many  domestic  banks,  and  would  undoubtedly 
have  an  effect  on  the  nation's  financial  markets.     Given  the  multi-State 
operations  of  many  foreign  bank*,  these  effects  could  be  felt  throughout 
the  country. 
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Federal  regulation  of   these  entitles  could  not,  of  course, 
prevent  problems  that  night  Clow  fro*  a  parent  foreign  bank's  financial 
problems.     A  federal  authority  regulating  all  of  the  branch  and  agency 
operations  of  a  foreign  bank  in  this  country  would,   however,   be  better 
able  to  determine  whether  a    Joreign  bank  was  experiencing  problems  since 
it  would  be  acre  likely  to  have  supervising  relationships  with  foreign 
bank  authorities,  would  have  a  total  view  of  branch  and  agency  operations 
i.e. i   these  conducted  in  several  States  and  would  be  able  to  act  more 
quickly  end  effectively  to  protect  the  interests  of  all  United  States 
creditors.     In  addition,   feueral  regulation  would  permit  better  appraisal 
of  the  broader  national  and  international  implications  of  the  various 
activities  of  foreign  banks  in  the  U.S.  and  would  be  more  likely  to 
take  into  account  foreign  policy  considerations  when  necessary.     Raving 
federal  "regulation  would  also  encourage  the  training  of  examiners  and 
supervisory  personnel  paritcularly  skilled  in  international  banking, 
such  as  those  that  currently  examine  and  supervise  Edge  Corporations, 
and  would  thus  serve  to  reduce  the  regulatory  burden  assumed  by  the 
individual  States  in  this  area. 

In  addition,   federal  examination  of  State  branches  and  agencies 
by  the  Board  could  aid  in  the  conduct  of  domestic  monetary  policy  since 
it  would  give  the  Board  greater  knowledge  about  the  effects  of  its  monetary 
policy  actions  in  national  and  international  financial  markets. 


!y  Google 


In  there  any  evidence  at  the  present  tine  that  apart  from  growth 
that  U.S.  affiliates  of  foreign  banks  are  somehow  abusing  the  opportunities 
available  to  them  under  the  present  system? 

There  la  nothing  to  Indicate  that  foreign  banks  are  "abusing"  their 
powers  In  the  sense  that  they  are  using  the  opportunities  available  to  them 
under  the  present  system  to  engage  In  any  Improper  or  unsound  banking  prac- 
tices. On  the  contrary  It  has  been  the  experience  of  the  Board  that  foreign 
banks  operating  in  the  United  States  have  scrupulously  compiled  with  existing 
U.S.  laws  and  regulations  and  have  been  generally  cooperative  In  their  dealings 
with  the  Board. 

These  bank*  are,  however,  staking  full  use  of  the  existing  regulatory 
structure  to  maximize  their  competitive  position  in  the  United  States  via -a -vis 
domestic  banks.  This  has  largely  taken  the  form  of  establishing  multi-State 
banking  operations.  About  45  foreign  banks  now  operate  banking  facilities  In 
.two  or  more  Status  and  of  these  approximately  23  operate  in  at  least  three 
State*.  These  networks  undoubtedly  give  foreign  banks  some  competitive  advan- 
tage over  U.S.  banks  which  are  generally  prohibited  from  banking  across  State 
lines.  Domestic  banks  can  only  conduct  a  banking  operation  outside  their  home 
State  through  Edge  or  Agreement  Corporations  which  are  proscribed  from  conduct- 
ing any  purely  domestic  buslnesa  and  often  have  considerably  less  power  than 
the  branches  or  agencies  permitted  to  foreign  banks  on  a  multi-State  basis. 
Foreign  bank*  also  hava  certain  other  advantages  vis-a-vis  their  principal  U.S. 
competitors,  such  as  lack  of  reserve  requirements,  vhlch  enhance  their  competi- 
tive position. 

While  foreign  banks  can  not  be  criticized  for  teking  advantage  of 
the  opportunities  permitted  under  the  present  structure,  no  public  purpose 
appears  to  be  served  by  permitting  them  a  regulatory  advantage  over  Indigenous 
institutions. 
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Question  Ho.   11 

It  has  been  suggested  that  reciprocity  should  be  judged 
differently  for  less  developed  countries  than  for  the  Indus trial lied 
countries.      Would  you  please  comment? 


Answer.     The  tern,  "reciprocity,"  has  been  given  a  number 
of  different  interpretations   In  recent  discussions  of  international 
banking  regulation.     One  interpretation  refers   to  entry.     New  York 
State,   for  example,   does  not  license  branches  of  Canadian  banks 
because  New  York  banks  cannot  establish  banking  offices  in  Canada. 
However,  Canadian  banks  have  agencies  and  trust  companies  doing 
various   types   of  banking  business   in  New  York  and  New  York  banks 
own  leasing,   factoring,  and  other  types  of  companies  doing  bank- 
related  business   In  Canada,     Less -developed  and  smaller  industrialized 
countries  have  found  it  difficult  to  afford  unlimited  entry  for 
foreign  banks  because  it  could  mean  that  their  own  indigenous 
institutions  would  be  overwhelmed  by  the  financial  resources  and 
technical  superiority  of  multinational  banks  of  major  financial 
and  industrial  countries.     To  some  degree  this  problem  has  bean 
met  by  joint  ventures  with  foreign  banking  institutions  holding 
minority  interests  in  local  institutions. 

To  deal  with  the  issue  of  entry  on  a  practical  level  and 
to  recognise  special  circumstances,  the  legislation  proposed  by 
the  Board  provides  that  the  Comptroller  of  the  Currency,  in  acting 
upon  an  application,  take  into  consideration  the  views  of  the 
Departments  of  State  and  Treasury  In  addition  to  the  Board.  This 
approach  would  appear  to  provide  the  flexibility  necessary  to  deal 
with  issues  of  entry. 
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Another  Interpretation  of  "reciprocity"  has  to  do  with 
banking  pavers  in  boat  countries.     Some  Western  European  banks,   for 
example,  contend  that  they  should  be  able  to  exercise  the  sane  banking 
powers   in  the  United  States  as   in  their  hone  country,  despite  the  fact 
that  home  country  powers  are  broader  than  those  available  to  domestic 
banks   in  the  United  States.      In  the  Federal  Reaerve'*  proposed  Foreign 
Bank  Act,  the  Board  aought  to  establish  a  national  policy  on  foreign 
banks  operating  in  the  United  State*  baaed  on  the  principle  of  non- 
discrimination.    This  principle  requires  national  treatment  for  banks 
operating  outside  their  home  country.     Thus,   the  Federal  Reserve  pro- 
posal seeks  to  provide  foreign  banks  with  the  same  opportunities  to 
conduct  activities   in  this  country  as  are  available  to  domestic  banking 
Institutions  and  to  subject  them  to  the  same  rules  and  regulations. 
A  standard  of  nondiscrimination,  or  national  treatment,  has  generally 
been  accepted  by  the  authorities  of  major  financial  countries  as  a 
practical  standard  for  international  regulatory  policy. 
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Question  So.  12.' 

Looking  ahead,  bow  do  you  *e*  the  growth  of  foreign  banking 
activity  In  Chi*  country''  Will  it  continue  to  be  mostly  oriented 
toward  large  commercial  and  international  business  or  do  you  see  en  in- 
creasing trend  toward  •  retail  banking  operation  directed  toward 
Individuals? 

The  principal  reason  lorelgn  banks  have  entered  the  United  State* 
baa  been  to  service  the  need*  of  multinational  corporation*  (both  U.S. 
and  foreign- based)  which  tend  to  be  customers  of  these  banks  and  to 
accommodate  home  country  customer*  who  do  bu*ine«*  In  the  united  State*. 
Servicing  these  customers  i*  likely  to  remain  the  primary  business  of 
foreign  banks  operating  in  the  United  States. 

Soma  foreign  banks,  however,  in  an  effort  to  diversify  their 
business  snd  gain  a  more  stable  deposit  base  are  likely  to  develop  a 
significant  retail  bualness  in  the  United  States.  In  fact,  this 
development  has  already  occurred  to  some  extent.  Two  Japanese  banks  and 
one  British  bank  have  substantial  retail  operations  in  California,  and 
other  foreign  banks  seen  to  be  expanding  their  retail  business  there. 
This  development  has  also  taken  place  to  s  lesser  extent  In  New  York 
State,  while  the  U.S.  retail  business  of  foreign  bank*  1*  likely  to 
grow  in  both  absolute  and  proportional  terms,  it  in  all  probability 
will  continue  to  be  a  distinctly  secondary  aspect  of  the  U.S.  business 
of  these  companies. 

In  regard  to  the  above,  it  should  be  noted  that  the  trend 
of  the  operations  of  foreign  banks  in  thl*  country  seem*  to  be  following 
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that  of  U.S.  banks  abroad.  Several  U.S.  banks  have  moved  to  establish 
retail  operations  In  certain  foreign  countries  share  they  have  been 
operating  for  scan   time.  However,  this  business  has  remained  secondary 
to  their  main  business  of  servicing  U.S.  and  other  multinational  companies. 
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13.      In  his  tenti-mony,  Mr.   Leonard  Lapldua  -f  the  Hew  York 
State  Banking  Department  indicated  that  affiliates  of  foreign  banks 
operating  in  the  United  States  had,    for  the  most  part,   responded  very 
cooperatively  to  tha  Pad's  request  several  years  ago  of  voluntary 
coopllance  with  special  reserve  requirements.     Would  you  please  explain 
the  nature  of  your  request  in  this  regard  and  the  experience  with 
voluntary  compliance  over  the  past  few  years? 

Answer:  To  provide  an  equitable  « lenient  of  monetary  control 
over  tha  activities  of  foreign-owned  U.S.  banking  institutions,  the 
Federal  Reserve  Board  in  June  1973,  during  a  period  of  increasingly 
rapid  domestic  Inflation  and  monetary  restraint,  requested  that  all 
nomea&er  banking  offices  of  foreign  banks  maintain  reserves  against 
Increases  In  the  following  types  of  liabilities: 

1.  single -maturity  time  depoalts  of  $100,000  or  mora  issued 
to  parties  In  the  United  States  or  parties  in  foreign 
countries  except  banks  or  directly  related  institutions; 

2.  net  balances  duo  to  foreign  offices  of  directly  related 
Institutions,  net  time  deposits  due  to  other  foreign 
banks,  and  net  borrowings  from  other  foreign  banks. 

Increases  in  outstanding  amounts  of  the  liabilities  were  measured  relative 
to  base  period  levels  in  Hay  1973. 

The  reserve  rate  applicable  to  single-maturity  time  deposits 
was  Initially  three  percent,  which  was  equal  to  the  marginal  reserve 
requirement  applied  at  that  time  to  CDs  Issued  by  member  banks  of  the 
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Question  13 

Federal  Reserve  System  as  specified  in  Regulation  D.  Subsequently, 
the  foreign  banks  were  asked  to  hold  reserves  *t  a  six  percent  rate  in 
keeping  with  an  increase  in  the  marginal  reserve  app1 led  to  member 
banks.  The  marginal  rate  on  CDs  of  member  banks  was  later  reduced 
in  stages,  and  the  request  of  foreign  banks  waa  similarly  modified 
and  finally  eliminated  in  December  1974. 

The  reserve  rate  applicable  to  increases  in  net  liability 
positions  with  foreign  banks  was  initially  eight  percent,  which  was 
identical  to  the  reserve  rate  applied  to  member  banks'   total  net 
borrowings  from  their  own  foreign  branches  and  from  other  foreign 
banks,   as  specified  In  Regulations  M  and  D,   respectively.      In  Hay 
1975,   the  rate  applied  to  member  banks  was  reduced  to  four  percent, 
and  the  request  made  of  foreign  banks  was  similarly  reduced. 

Reserves  maintained  voluntarily  under  the  program  are 
deposited  with  member  banks,  which  in  turn  Immediately  redeposlt  tha 
funds,   in  full,  with  the  appropriate  Federal  Reserve  Bank.     To  avoid 
duplication  of  reserves,   the  amount  of  reserves  to  be  maintained 
voluntarily  against  increases  in  net  borrowings  from  foreign  banks 
pursuant  to  the  Board's  request  is  reduced  by  the  amount  of  reserves 
maintained  against  that  increase  under  mandatory  state  reserve  require- 
Since  the  monetary  effect  of  a  reduction  in  a  net  asset 
position  Is  identical  to  the  effect  of  an  increase  in  a  net  liability 
position.   In  those  few  cases  in  which  a  U.S.   office  of  a  foreign  bank 
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Quest ion   13 

had  ■  oat  asset  position  with  banks  abroad  in  th*  base  period,  instead 
of  a  net  liability  position,  the  reserve  request  applied  to  reduction* 
in  that  net  asset  position  a*  well. 

Coopliiuice  under  the  voluntary  program  has,  vith  feu  exceptions, 
been  excellent.     As  of  Msrch  24,    1976,   Federal  Reserve  Banks  were  holding 
$10  million  that  represented  funds  deposited  at  member  banks  by  foreign 
banks  and  then  redeposited  by  the  member  banks  with  the  Reserve  Banks, 
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14.  In  tils  testimony,  Lord  O'Brien  indicated  that  the  prospect 
of  retaliation  by  other  governments  to  enactment  of  the  Fed  bill  would  be 
very  low  and  that,  Indeed,  it  would  not  be  much  different  even  if  the  bill 
contained  no  grand fathering?     Mould  you  please  comment? 

Answer:      Lord  O'Brien's   comments   appear  valid   for   financial 
canters   like  London  where  U.S.   banks   conduct  an  essentially  offshore 
rather  than  local  business.     However,   the  threat  of  retaliation  cornea 
from  countries  where  U.S.    banks  are  engaged  in  local   banking   and 
financial  activities  including  the  provision  of  local  funds  to  U.S. 
corporations  operating  there.     A  number  of  countries  In  Continental 
Europe  figure  Importantly  in  this  category.     To  operate  in  these 
countries,  U.S.  banks  must  obtain  permission  to  establish  branches 
mid  subsidiaries  and  to  Invest  In  affiliated  companies,   and  must 
operate  In  accordance  with  whatever  rules  are  laid  down  by  the  local 
authorities  as  well.     In  many  of  these  countries,   the  local  bank 
regulatory  authorities  are  sensitive  to  the  treatment  that  their 
country's  banks  receive  in  foreign  markets,   including  the  United 
States.     Dot  only  could  their  willingness  to  approve  applications 
for  establishing  branches  and  for  Investments  in  subsidiaries  and 
affiliates  of  U.S.   banks  be  affected;   but  also  existing  operations 
could  be  subject  to  new  restrictions. 
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Gentlemen,  assuming  Congress  decides  that  it  does  need  to 
establish  a  better  Federal  handle  over  foreign  banking  in  the 
United  States,  why  wouldn't  the  following  adequately  meet  our 
public  policy  objective*-; 

1.     Extend  the  dual  bunking  system  to  foreign  banks  by 
granting  them  a  Federal  licensing  or  chartering 
option  under  the  supervision  of   the  agency  which 
regulates  national  banks 

Present  restriction*  of  nationality  of  directors 
could  be  waived. 

As  with  national  banks,   this  Federal  option  night 
carry  with  it  mandatory  Federal  membership. 

Similarly,  as  with  national  banks      geographic 
location  would  be  left   to  the  Federal  regulator. 

ANSWER:     These  recommendation*  parallel  those  made  in  suctions 

11-13  and  18  of  S.958.     A  provision  allowing  a  foreign  bank  to  own 

an  Edge  Act  Corporation  should  also  be   included  in  any  such  proposal 

in  order  to  give  foreign  banks   the  same  opportunities  as  doaestlc 

banka   to  conduct  /International  banking  operation*   in  several  State* 

(•ection  10  of  S.958). 


t  handle,  if  appropriate, 

ANSWER:     The  Board'a   foreign  bank  proposal  would  require  that 
all  agencies,  branches,  and  banking  subsidiaries  of  foreign  bank*  or 
foreign  bank  holding  companies  with  worldwide  assets   in  excess  of 
$500  Billion  become  members  of  the  Federal  Reserve  System. 

The  Board  considered,  a*  an  alternative  to  the  provision  in  S.958, 
recommending  that  all  agencies,  branches  and  banking  subsidiaries  main* 
tain  reserve*  comparable  to  those  required  of  Federal  Reserve  member 
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bank*  but  not   to  require  Federal  Reserve  membership.      It  rejected 
that  alternative  because  membership  would  ensure   that   all  Federal 
Reserve  regulations  used  to  effect  monetary  policy  would  be  applied 
automatically  to  all  U.S.  banking  offices  of  foreign  bank*.     Thus, 
as  instruments  of  monetarv  control  that  do  not   function  through 
reserve  requirements  are  _sed,   such  as  the  Regulation  Q  ceilings 
on  Interest  rates,  and  at  new  instrument*  are  developed,  no  special 
legislation  would  have  to  be  enacted  and  no  voluntary  programs  of 
moral  suasion  would  have  to  be  devised  in  order  to  achieve  roughly 
comparable  monetary  control  over  U.S.   offices  of  foreign  banks. 

In  addition,  compulsory  membership  would  insure  that  foreign 
bank*  are  subject  to  the  same  examinations ,  supervisory  and  regu- 
latory controls  as  their  primary  U.S.  competitor*,  including  the 
provisions  of  die  Glass •Steagall  Act  which  are  specifically  tied 
to  membership.  Moreover,  the  Board's  examination  authority  over 
foreign  operations  would  give  It  valuable  knowledge  about  the 
effects  of  it*  monetary  policies  in  national  and  International 
money  market*. 

If  Congress  should  decide  against  compulsory  membership,   then 
it  is  not  enough  to  extend  only  reserve  requirements   to  foreign  bank 
operations   in  the  U.S.     In  addition,   this  authority  should  extend  to 
interest  rate  controls  and  any  other  regulations  imposed  on  member 
bank*  that  the  Board  deems  necessary  for  the  implementation  of 
domestic  monetary  policy.     The  Board  furthermore  believes  that  If 
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branches   and  agencies  maintain  Federal  Re nerve  reserve  requirements 
they  should  also  hove  access   to  Federal  Reserve  clearing  and  discount 
facilities  In  order  to  afford  thea  national  treatment.     For  the  rea- 
son* discussed  above,   It  would  also  be   inportant  to  give  the  Board 
examination  authority  over  such  operations. 

4.  If  need  be,  superimpose  a  federal  registration  and  reporting 
requirement  over  foreign  banks  to  permit  the  Federal  govern- 
ment to  batter  monitor  their  activities;  then,  to  the  extent 
such  registration  or  reporting  requirements  Indicate  problems 
arising,   legislative  relief  could  then  be  sought,  as  appro- 

As  recommended  in  section  25  of  S.958,  the  Board  believes  that 
a  formal  licensing  procedure  administered  by  the  Secretary  of  the 
Treasury  would  be  the  beat  method  of  monitoring  foreign  bank  entry 
into  the  United  States  and  assuring  that  our  national  Interests  were 
being  served.     A  registration  and  reporting  requirement  would,  how- 
ever, at  least  provide  the  framework  for  monitoring  foreign  bank 
activity  In  the  United  States  and  for  the  eventual  development  of  a 
national  policy.     This  would  thus  appear  to  be  a  minimum  requirement 
in  any  federal  foreign  bank  proposal. 

5.  Hake  FDIC  insurance  available  to  any  foreign  bank  office 
which  accepts  domestic  deposits  with  appropriate  safe- 
guards  to  protect  the   insurance  fund. 

As  explicated  more  fully  in  the  answers  to  qusatlons  number  2 

and  3  of  Senator  He  In tyre's  letter  of  March  25,  1976,  national 

treatment  requires  that  foreign  bank  offices  that  accept  deposits 

st  least  be  given  the     option  of  obtaining  insurance.     This  would 

also  be  desirable  from  a  public  policy  standpoint  iii  that  it  would 

afford  protection  to  retail  depositors  at  those  offices. 


!y  Google 


The  FDIC  fund  could  be  protected  either  through  building  in 

additional  regulatory  and  supervisory  safeguard*  in  the  FDIC  Act 

to  deal  with  the  non-incor- orated  statu*  of  branches  and  agencies 

or  by  singly  not  aubjecticj  the  fund  to  any  liability  by  requiring 

foreign  banks  to  post  a  separata  security  bond,   In  lieu  of  insurance, 

to  cover  deposit*  (the  approach  suggested  by  Congressman  Ree*   in 

H.R.   12103). 

6.     Forget  about  grandfathering  securities  affiliates  of 
foreign  banks.     Perhapa  red  flog  them  not  to  expand 
their  operations  pending  our  resolution  of  the  Glass - 
Steagall   issue  with  the  expectation  that  foreign 
securities   affiliates  might  be  able   to  expand  or 
slight  have  to  contract  their  operations,  depending 
Upon  what   la   permissible   to  U.S.  banks. 

(See  answer  to  question  number  6  of  Senator  Hclntyre'a  letter  of 
March  25,  1976,   for  a  full  discussion  of  securities  affiliates  of 
foreign  banks  and  alternative  ways  of  dealing  with  such  affiliates 
under  foreign  bank  legislation.) 

The  principal  problem  with  this  proposed  treatment  of  securities 
affiliate*  of  foreign  banks  i*  that   It  would  leave  them  In  a  sort  of 
regulatory  limbo  for  an  incalculable  period  of  time       since  It  Is 
contingent  upon  the  resolution  of  difficult  and  controversial  legis- 
lative issues.     As  recommended   in  S.9SS,   It  would  seem  best  to 
grandfather  their  operations  now;  but  also  give  the  Board  continuing 
supervisory  power  to  review  these  activities  and  require  contraction 
or  termination  if  certain  specific  adverse  effecta,   in  fact,  occurred 
e.g.,  the  development  of  conflicts  of  interest  or  unfair  competitive 
practices. 
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7.      Forget    about  grandfathering  tn  terms  of  multi-state 
operations,  recognize   the  fact  that  at  the  present 
time  at  least  U.S.  banka  are  not  at  any  real  compe- 
titive  disadvantage  vis-a-vis    foreign  banks  by  virtue 
of  nultl-state  operations,  particularly  when  comparing 
apple*  to  apples,     and,  therefore,   let  the  States  con- 
tinue to  invite   foreign  banks   --   if  they  want  to  •• 
regardless  of  whether  the   foreign  banka  may  be  doing 
business  elsewhere. 

There  is  precedent  for  this  already,   is  there  not. 
In  terms   of  nulti-stnte  reciprocity  under  the  Bank 
Holding  Company  Act. 

The  issues  presented  in  this  question  are  dealt    with  at 

length  In  the  answer  to  questions  8  and  9  of  Senator  Mclntyre's 

letter  of  March  25,   1976. 
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April  7,   1976 


The  Honorable  Adali  E.   Stevenson 
United  States  Senate 
Hashing ton,    D.C.        20510 

Dear  Senator  Stevenson; 

As   requested   in  your   letter  of  February  6,    I  am 
pleased  to  enclose  responses   to  questions   that  you  asked  In 
connection  vith  the  hearing  on  S.  958,   the  Foreign  Bank  Act 
of  197S,  which  was  held  on  January  28. 

I  hope   this   information  will  be  helpful   to  you. 

Sincerely  yours, 


X^y^3- 


Arthur  F.  Burns 
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FEDERAL  RESEKVF  SYSTEM 

,  THE  BANK  OF  TOKYO,  LTD. 

Order  Denying,  Acquisition  of  Tokyo  Bancorp 
International  (Houston) ;    Inc. 

The  Bank  of  Tokyo,  Ltd.,  ("Applicant") ,  Tokyo,  Japan,  .  foreign 
tank  holding  company  within  tha  meaning  of  I  229.4(g) (1) (lit)  of  the 
Board's  Hegulation  Y,  has  spplisd  for  the  Board's  consent,  under  section 
*(c>(9)  of  the  Bank  Holding  Company  Act  and  I  225.4(g)(2)(iv)  of  tha  Board's 
Regulation  Y,  to  acquire  all  of  the  wotlng  shares  of  Tokyo  Bancorp  Inter- 
national (Houston),  Inc.,  ("TBI"),  Houston,  Texas. 

Applicant  Is  a  Japanese  cowMrclal  bank  with  total  assets  of 
approximately  S19.9  billion  and  operates  branches  or  agencies  in  19  countries." 
Applicant,  which  became  a  bank  holding  company  aa  a  result  of  the  enactment 
of  tha  Bank  Holding  Company  Act  of  1956,  la  a  grandfathered  multi-State  bank 

y 

holding  company  with  banking  subsidiaries  in  New  York  and  California. 

Applicant  also  has  an  agency  each  in  New  York,  Los  Angeles,  and  San  Francisco, 

3/ 
as  well  as  a  branch  each  In  Portland,  Oregon,  and  Seattle,  Washington. 

1/   All  banking  and  financial  data  for  Applicant  are  SB  of  Karch  31,  1974. 

2!   Bank  of  Tokyo  Trust  Co.,  New  York,  Hew  York,  with  deposits  of  approximate!* 

SI. 5  billion  is  the  thirteenth  largest  commercial  bank  in  the  State  of  Mew 

York.  Bank  of  Tokyo  of  California  San  Francisco,  California,  with  deposits 

of  approximately  $914  million  ia  the  eighth  largest  commercial  bank  In 

California   The  preceding  data  Bte  SB  of  December  31,  1974. 

3/  Applicant  alao  has  a  4.9  per  cent  share  Interest  in  Chicago- Tokyo  Bank, 

Chicago  Illinois,  a  State-chartered  bank,  for  which  prior  consent  of-  tha 

Hoard  was  not  required  tinder  S  3(a)(3)  of  the  Act.  Applicant  also  has  a  5 

per  cent  Interest  in  Nomura  Securities  International,  Inc.,  Haw  York,  New 

York,  acquired  pursuant  to  section  4(c)(6)  of  the  Act. 
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TBI  would  engage  de  novo  in  «  wide  variety  of  intermit ional  and 

foreign  banking  activities  usual  in  financing  International  coMnerce, 

including  providing  letter,  of  credit  and  acceptance  facilitiea;  the 

negotiation  and  collection  of  checks,  drafts  and  other  Means  of  pay-ent 

payable  abroad;  foreien  exchange  services;  and  working  capital  loans  to 

donestic  Importers  and  exporter*.  As  part  of  its  business,  TBI  would  alao 

receive  so-called  due- to- customer  accounts.  From  information  lubnltted  to 

the  Board,  it  appears  that  TBI's  due- to-cus toner  accounts  ar«  atadlar  to 

hi 
credit  balances  received  by  Hew  York  Investment  Companies   8nd  would  aerve 

many  of  the  sane  functions  aa  demand  deposits  in  coantercial  banks  and  Edge 

Act  Corporation*. 

In  general,  TBI  would ■ compete  with  other  financial  institutions  in 

Houston,  including  the  International  banking  departments  of  the  larger  Texas 

banks  and  Edge  Act  Corporation  aubsidiaries  of  other  banks.  Applicant  cannot 

acquire  a  Majority  Interest  in  an  Edge  Act  Corporation  due  to  restrictions 

y 

on  foreign  ownership  In  the  provisions  of  the  Edge  Act,  and  cannot  open 
a  banking  branch  or  agency  In  Houston  because  of  apeciflc  prohibitions  in 
the  Texas  Constitution. 

Section  4(c)(9)  of  the  Act  provides  that  the  prohibitions  of 
Section  4  shall  not  apply  to  the  lnvestnents  or  activities  of  foreign  bank 
holding  companies  that  conduct  the  greater  part  of  their  buainess  outalde 

V  Companies  organized  under  Article  XII  of  the  Hew  York  State  Banking  Law,  ■ 

5/  Corporations  organized  under  Section  25(a)  of  the  Federal  Reserve.  Act 

which  are  engaged  in  international  or  foreign 'banking  or  other  international 

or  foreign  financial  operations. 

6/   12  a   S  C  619.- 

II  Article  16,   J  16  of  the  State  of  Texas  Constitution. 
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of  the  United  States,  if  the  Board  by  r.-j-.ulotion  or  order  determines  tlmt, 
under  the  circums tances  and  subject  to  the  conditions  set  forth  in  the 
regulation  or  order,  the  exemption  would  not  be  substantially  at  variance 
with  the  purposes  of  the  Act  and  would  be  in  the  public  interest.  In 
I  225.4(g)(2)(iv)  of  Regulation  Y.the  Board  has  determined  that  a  foreign 
bank  holding  company  nay,  with  the  Board's  consent,  own  or  control  voting 
shares  of  any  company  principally  engaged  in  the  United  States  in  financing 
or  facilitating  transactions  in  international  or  foreign  commerce. 

In  the  Board's  judgment.  Congress  Intended  that  section  4(c)(9) 
of  the  Act  bB  primarily  used  to  prevent  the  nonbanking  prohibitions  of 
section  4  of  the  Act  from,  unnecessarily  Interfering  with  the  essentially 
foreign  activities  and  shareholding*  of  foreign  bank  holding  companies. 
The  subject  proposal  does  not  involve  a  queatlon  of  the  extraterritorial 
iapact  of  the  Act  on  the  operations  or  investments  of  Applicant,  but  rather 
involves  the  question  of  whether  Applicant  nay,  with  the  Board's  consent, 
organize  a  domestic  corporation  to  engage  in  international  and  foreign  bank- 
ing and  financing  activities  under  section  4(c)(9)  of  the  Act.  With  respect 
to  such  investments  In  donestlc  corporations  under  section  4(c)(9)  of  the  Act, 
the  Board  Is  particularly  concerned  that  such  investments  be  consistent  with  t 
the  purposes  of  the  Act  and  not  give  foreign  banking  Institution*  competitive 
advantages  in  the  United  States  over  domestic  banking  Institutions. 

a/   See  the  Board's  Order  of  January  9,  1974  (1974  Bulletin  139)  denying  Lloyds 
Bank  Limlted's  proposed  retention  of  its  investments  in  Drake  America  Corpora- 
tion and  Drake  America  Corporation  (F.B.);  the  Board's  Order  of  December  6, 
1973  (1974  Bulletin  58)  denying  The  Royal  Trust  Company's  application  to 
permanently  acquire  Information  Systems  Design,  Inc.;  the  Board's  Order  of 
September  28,  1972  (1972  Bulletin  940)  denying  Banco  dl  Roma's  proposed  reten- 
tion of  its  investment  in  Europartners  Securities  Corporation;  and  the  Board's 
Order  of  February  7,  1972  (1972  Bulletin  312)  denying  Banque  Natlonale  de  Paris' 
proposed  retention  of  its  investment  in  Indumat  Equipnent  Corporation. 
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Fron  the  scope  of  banking  and  financing  activities  applied  for  In 
chin  application  and  the  fact  that  TBI  would  accept  credit  balancaa  which  couli 
serve  many  of  the  same  function*  as  deposits  in  International  financing,  It 
appear*  to  the  Board  that  TBI  would .essentially  function  In  Houston  as  an 
Incorporated  international  banking  agency  of  applicant.  While  TBI  in  the 
Board's  judgment  is  not  necessarily  a  "bank"  within  the  aaaning  of  section 
2(c)  of  the  Act,  TBI  would  nevertheless  serve  aa  another  organisational  link 
in  Applicant's  chain  of  Interstate  coametclal  banking  operation*. 

Section  3(d)  of  the  Act  generally  prohibit*  bank  holding  companies 
from  acquiring  an  Interest  In  a  banking  organization  outside  of  their  State 
of  principal  banking  operations  unless  affirmatively  permitted  by  the  laws 
of  the  receiving  State.  This  provision  was  adopted  a*  part  of  the  original 
Bank  Holding  Company  Act  in  order  to  halt  the  further  multi-State  expansion 
of  certain  holding  coapanlea  then  In  existence.  The  only  general  exception 

y 

to  this  prohibition  and  federal  restrictions  on  multi-State  branch  banking 
la  permission  for  United  States  banking  organizations  to  conduct  a  limited 
multi-State  International  banking  business  through  ownership  of  Bdg*  or  Agree- 

w 

neat  Corporations,    both  of  which  are  specifically  regulated  a*  banking 
Institutions  by  the  Board  under  Federal  law.  While  the  Board  believes  that 
foreign  banks  such  a*  Applicant  should  be  permitted  to  own  Edge  Act  Corporatio 
and  ha*  *o  recotnsnded  to  Congress,  the  Board  does  not  believe  that  It  we* 
within  the  Intent  of  Congress  in  enacting  4(c)(9)  of  the  Act  for  the  Board 

9/  See  12  U.S.C.  36  for  national  banks,  the  restrictions  of  which  are  applied 
to  State  member  banks  under  12  U.S.C.  331. 
10/  An  "Agreement  Corporation"  Is  an  International  or  foreign  banking  corpora- 
tion operating  pursuant  to  an  agreement  entered  into  with  the  Board  under  Sec- 
tion 25  of  the  Federal  Reserve  Act. 
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to  use  It.  broad  discretionary  authority  under  that  section  to  authorise 
hybrid  "noobank"  ™htdes  designed  to  p«rait  the  conduct  of  to  international 
baking  business  on  *  aulti-State  basis  outside  of  the  explicit  legal  fret- 
work aet  up  by  the  Congress  In  Sections  25  and  25(e)  of  th.  Federal  Reaervo 
Act.  Consequently,  the  Board  finds  that  approval  would  not  be  consistent 
with  the  purpose*  of  the  Bank  Holding  CoBpany  Act. 

Hhile  approval  of  this  application  would  result  In  the  addition 
of  another  competitor  in  international  banking  lo  Houston,  it  appears  that 
the  International  banking  needs  of  the  Houston  area  are  being  adequately 
served  at  the  present  time.  Moreover,  approval  could  lead  to  •  competitive 
inbolanee  between  TBI  and  Its  primary  Edge  Act  Corporation  competitors  in 
Houston,  alnce  the  activities  proposed  in  the  application  are  in  buds  respects 
greater  than  thoae  permitted  Edge  Act  Corporations.  Hhile  it  My  be  feasible 
to  define  conditions  that  would  Halt  the  activities  of  TBI  to  virtually  the 
equivalent  of  those  permitted  Edge  Act  Corporations,  no  exact  equivalent  is 
possible,  as  TBI  would  have  certain  inherent  operating  advantages—for  exaeple, 
it  would  be  free  froa  reserve  requirements.  In  this  regard,  the  Board  believes 
that  the  effects  of  creating  such  a  competitive  Imbalance  between  Edge  Act     * 
Corporations  and  foreign-owned  vehicles  auch  aa  TBI  are  not  In  the  public 
interest. 

Applicsnt  has  pointed  to  the  Boerd's  approval  under  section  4(c)(9) 
of  the  Act  of  Banque  Natlonale  de  Paris'  retention  of  French  American  Bank- 
ing  Corporation  ('TABC"),  a  Hew  York  Investment  Company,    end  Lloyds  Bank 


11/  Board  Order  of  February  7,  1972  (1972  Bulletin  312). 
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Li-ltrf'.  wuntlon  rf  W£«r  Williamson,  Inc.^  M,  lB  le-  judgMnt> 
precedent,  for  ch.  subject  proposal.  In  th.  Board  'a  judgment.  ^  ca« 
of  FABC  and  currently  operating  New  York  Investment  Companies  i.  dis- 
tinguishable fro-  tha  .ubject  proposal  in  «y  re8pacts.  m  particular, 
(tew  York  Investment  Companies  are  organized  pursuant  to  a  specific  provi.ion  of 
tha  New  York  State  Banking  Uw,  and  their  International  and  foreign  banking  and 
financing  activities,  including  the  receipt  of  credit  balance  account.,  ate 
under  tha  supervision  of  the  New  York  State  banking  authorities.11'  TBI 
ia  not  being  organised  under  a  specific  statutory  provision  created  by  the 
Texas  legislature  to  provide  for  the  conduct  of  International  and  foreign 
banking  and  financing  activities,  nor  is  it  to  bs  supervised  by  the  Texaa 
banking  authorities.   Rather,  TBI  Is  being  organized  as  any  othar  Texas 
nonbanking  corporation  under  a  general  corporate  charter.  Moreover,  TBI 
would  not  be  regulated  and  supervised  on  a  comparable  basis  with  competing 
Edge  Act  Corporations  and  the  International  banking  departments  of  Texaa 

Lloyds'  retention  of  Balfour  Williamson ,  Inc.  is  also  dis- 
tinguishable from  the  subject  case  because  from  the  record  of  that  application, 
it  appears  that  Balfour  Williamson  was  engaged  in  a  much  sore  limited  inter- 
national financing  business  and  did  not  maintain  general  credit  balance 
accounts  of  the  type  proposed  in  this  application. 

12/  Board  Order  of  January  9,  1974  (1974  Bulletin  139). 

13/  See  Article  XII  of  the  Hew  York  State  Banking  T.aw,  See.  507,  et  seq. 
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Baaed  on  the  foregoing  and  other  considerations  reflected  in  the 
•record,  the  Board  la  unable  toldeteralne  that  the  aubject  application  would 
not  be  substantially  at  variance  with  the  purposes  of  the  Act  and  would  be 
la  the  public  Interest.  The  application  ia  therefore  denied. 

w 

By  order  of  the  Board  of  Governors,    effective  Kay  30,  1975. 
(Signed)  Griffith  1>.  Garwood 


14/  Voting  tor  thla  action:  Chaiman  Burne  and  Governors  Mitchell,  Holland, 
and  Coldwell.  Voting  against  this  action:  Governor  Wallich.  Absent:  and 
not  voting:  Governors  Shaehan  and  Bucher. 
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DISSEOTIHG  STATEMENT  OF  GOVERNOR  NALUCH 

I  dissent  from  the  Board's  denial  of  the  subject  application. 
In  ay  judgment.  Applicant's  proposal  would  not  be  substantially  at  variance 
vlth  the  purposes  of  the  Bank  Holding  Coapany  Act,  and  would  be  in  the 
public  internet.  The  establishment  of  TBI  in  Houston  would  clearly  be  pro- 
competitive,  as  it  would  bring  the  international  banking  and  financial 
services  and  expertise  of  another  Urge  Multinational  bank  to  that  rapidly 
growing  area.  This  not  only  would  promote  an  increased  flow  of  international 
business  into  the  Houston  area,  but  alao  would,  in  this  case,  eapecially 
encourage  and  facilitate  additional  trade  and  investment  between  Japan  and 
the  United  States. 

In  general,  I  believe  the  United  States  and  its  trading  partners 
would  benefit  if  each  country  vers  to  make  every  effort  to  Improve  the 
access  of  foreign  banks  to  its  local  and  international  banking  Markets.  In 
this  regard,  I  share  my  colleagues'  hope  that  legislative  action  will  be 
taken  to  permit  foreign  bank  ownership  of  Edge  Act  Corporations.  While  I 
recognize  my  colleagues'  concerns,  in  the  sbsence  of  such  legislation,  I 
would  use  the  Board's  discretionary  authority  in  section  4(c)(9)  of  the 
Act  to  overcome  existing  ImpedlDents  to  foreign  bank  entry,  that  are  111-     " 
suited  for  the  present  international  environment. 

For  the  foregoing  reasons,  I  conclude  that  the  subject  application 
should  be  approved. 

Key  30,   1975. 
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Question  No.  1 

Apart  from  the  interests  of  certain  foreign  banka  la  1 
subsidiaries  and  so-called  Hew  York  Investment  Companies,  what  types  of 
"no n -hanking  activities"  do  foreign  banks  presently  conduct  In  the  United 
States?  In  wiiat  states  are  such  activities  conducted  and  what  Is  their 
scale?   What  investments,  if  any,  do  foreign  banks  with  operations  in 
the  united  States  hold  In  commercial  firms  incorporated  in  the  United 
States? 

Answer:  The  Board's  staff  la  unable  to. provide  any  such 

information  with  respect  to  foreign  banks  that  are  not  currently  subject 

to  the  Bank  Holding  Company  Act  sine*  the  Board  has  no  supervlaory 

authority  over  their  U.  S.  operation*,  nth  respect  to  foreign  banks 

that  ate  already  subject  to  the  Bank  Balding  Company  Act,  it  appears 

to  date  that  except  for  the  Japanese  banks,  which  often  have  small 

(5  to  10  per  cent)  interests  in  Japanese  nonbanking  companies  that 

have  D.  S.  subsidiaries,  most  foreign  banka  have  very  few  direct  D.  S. 

Interests.  Copies  of  Board  orders  under  the  Bank  Holding  Company  Act 

dealing  with  nonbanking  Interests  of  foreign  banks  in  the  U.  S.  are 

enclosed. 
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FEDERAL  RESLT.V1.  SYSTEU 
,   LLOYDS  BAHK  LlitlTED 


and  Export  Credit  Corporation         wrpoMUon, 
and  Disapproving  Retention  of  Investment  In 
Drake  Africa  Corporation  and  Drake  America  Corporation  (P.B..) 

Lloyda  Bank  Limited,  London,  England  ("Lloyds  Bank"), 
ha.  applied  for  the  Board',  permission  to  retain  Indirectly  all 
of  the  voting  shares  of  Balfour,  Williamson,  Inc.  New  Jork  City* 
("BH"),1/  and  to  retain  indirectly  approximately  46.6  pet  cent  of 
the  voting  shares  of  Kxport  Credit  snd  Marketing  Corporation,  Hew 
York  City  ("ECHC"),  and  oE  EQlC's  wholly-owned  subsidiaries  Export 
Credit  Corporation,  Hew  <ork  City  ("ECC") ,  Drake  America  Corporation, 
Hew  York  City  ("Drake"),  and  Drake  America  Corporation  (P.R.),  Hew 
York  City  ("Drake  P.R."),  it  Lloyds  Bank  becomes  a  bank  holding 
company M 

Lloyds  Bank  has  received  the  Board's  permission  to 
become  a  bank  holding  company  through  the  acquisition  of  up  to 

17  Balfour,  Williamson,  Inc.,  Hew  York  City,  is  a  wholly-owned 
subsidiary  of  Balfour,  Williamson  6  Co.,  Ltd.,  London,  England, 
which  in  turn  is  a  wholly-owned  subsidiary  of  Lloyds  &  Iiolno 
International  Bank,  Ltd.,  London,  England,  which  is  wholly-owned 
by  Lloyds  Bank, 

2/     Export  Credit  and  Marketing  Corporation,  Hew  York  City,  Is  o 
wholly-owned  subsidiary  of  London  America  Finance  Corp.,  Ltd.,  London, 
England  ("LAFC").   Forty  per  cent  of  the  outstanding  voting  share* 
of  LAFC  are  owned  by  Lloyds  6  Bolsa  International  Bank,  Limited, 
London,  England,  which  Is  wholly-owned  by  Lloyda  Bank.   An  additional  ' 
40  per  cent  of  the  outstanding  voting  shares  of  LAFC  are  owned  by 
Industrial  &  Commercial  Finance  Corp.,  London,  England,  13.6  per 
cent  of  whose  voting  shares  are  owned  by  Lloyds  Bank.   Consequently, 
Lloyd3  Honk  Indirectly  owns  approXiuatcLy  46.6  per  cent  of  Export 
Credit  and  Marketing  Corporation,  and  its  wholly-owned  subsidiaries. 
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ioo  P„  «ne  of  th.  wia?  <[uiirM  ot  Firit  MeBtern  Bank  ^  ^ 

.*■».  Los  ^  California.  Upon  con8UBDatlbn  rf  ^  ^.^ 
Lloyds.D.nk  ulll  „.  ,  £o„i8n  bank  taldtag  coBpaoy  ^^  (he  ^^ 

of  5  225.4{8)(l>{ui)  of  Regulation  Y. 

BH  is  principally  engaged  in  financing  tapgrl:a  .^  export8 
to  and  fro.  the  United  States.  W  represents  foreign  buyers  of 
goods  Manufactured  or  produced  in  th.  United  States  and*  temporarily 
finances  their  purchases  through  •  line  of  cradlt  or  on  open  account. 
In  bom  casta.  BH  performs  a  similar  function  between  buyer*  and 
sellers  within  a  foreign  couutry  or  between  two  foreign  countries. 
Pursuant  to  its  financing  the  purchases  of  foreign  buyers,  BH  will 
alao  oftan  arren3e  directly  the  shipment  of  goods  from  the  United 
States.  BU  also  finances  imports  by  United  States  firms  and  corporations 
from  foreign  manufacturers  and  suppliers.  Import  financing  Is  normally 
done  pursuant  to  a  credit  agreement  between  BH  and  the  doneatic 
purchaser.  Such  financing  sor.etlmes  Includes  loans  or  credit  for 
working  capital  purposes..^/ 

ECHC  owns  all  of  the  Issued  and  outstanding  capital  stock 
of  ECC,  Drake  and  Drake  P.R.I'  ECt!C  is  a  holding  company  and  does 
not  actively  engage  In  a  trade  or  business  for  lta  own  account, 

21  As  a  result  of  a  loan  default  by  tuo  importer  clients,  BW  Is 
temporarily  operating  three  small  retail  stores  in  the  Bo6ton  arcs. 
4/  ECIIC  also  owns  all  of  the  Issued  and  outstanding  capital  stock 
of  Klmstone  International  Corporation,  Ltd.,  a  Canadian  corporation 
("Klmstone");  which  engages  in  no  activities  in  the  United  States. 
Lloyds  may  retain  its  Indirect  Investment  in  Klnatcme  under  S  2(h) 
of  the  Act. 
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—  -naucea  export*  cf  coodu  MmKM  in  thft  UnUed 
State,  to  creditworthy  foreign  „„,„.  wlth  eM-lt  ^  rf  ^  ^ 
ftv.  years.  Itoat  of  HCC-i  export  transactions  8re  lnaur<Ki  by  ^ 
Foreign  Credit  Insurance  Aviation  or  thcou8h  Exll,bank  8uacantw- 

Drake  la  an  export  kiimk  company  which  arrange,  the 
foreign  sales  of  product,  manufactured  in  the  United  State,  by  forming 
■  foreign  distribution  network  for  auch  product..     Drake  t.kea  nominal 
title  to  the  good,  and  invoices  its  foreign  agents  or  distributors 
•t  the  Taanufacturer's  coat  plus  a  commission  and  interest  on  any 
credit  extendi.     Drake1,  services  principally  con.iat  of  setting 
up  and  evaluating  diatribution  network.,  processing  firm  order, 
it  obtain,  fro.  foreign  buyer,  with  the  nanufacturer,  and  of  expediting 
shipments  for  the  manufacturer,    thus,  functioning,   in  effect,  u 
•  domestic  manufacturer's  export  department.     Although  Drake  occasionally 
arrange,  financing  as  an  accommodation  to  foreign  buyer.,   thie  activity 
ia  considered  ea  incidental  to  it.  primary  export  manageaent  services. 

Drake  P.R,  manages  the  export  and  distribution  In  Puerto 
Rico  and  other  United  States  possessions  of  goods  manufactured  ia 
the  United  Statu.  The  nature  of  it.  activitle.  are  identical  to 
those  of  Drake  described  above. 

Section  4(c)(9)   of  the  Act  provides  that  the  prohibitions 
of  section  t  shell  not  apply  to  the  investments  or  activities  of 
foreign  bonk  holding  companies   that  conduct   the  greater  part  of 
their  business  outside  the  United  States,  if  the  Board  by  regulation 
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or  order  d.t.rln..  tS,t,  «nd„  th.  circu-tanc  and  eubj.ct  to 
the  condition.  .«  forth  ;in  th.  t.gul.tion  or  ord.r.    th.  „«ption 
would  not  b.  .uh.tanti.lly  at  v«rW.  rtth  th.  purpose,  of  th. 
Act  sod  would  b.  in  th*  public  Interest. 

I-  I  225.4(g) (2)(iii)  of  hptett.  Y,   t„.  Board  ha.  d.ttnu^ 
that  .  fflr.i«n  bMk  ^i^g  co-p„y  „y  ^  or  ^nttol  wUg|  ahKM  of 
«y  company  that  1.  not  engaged,  directly  or  Indirectly",   in  any  * 
ectiviti*.  in  th.  United  State,  except  ■■  .hail  be  Incidental  to 
the  international  or  foreign  business  of  such  company.     This 
"incidental  te«t"  ie  aleo  used  by  th.  Board  to  determine  th.  paneia.lbl. 
scop,  of  investattnta  and  activities  in  th.  United  States  for  Edge 
Act   corporations  under  .action  23(a)   of  th.  Pederel  Reserve  Act 
and  the  board*.  Regulation  K  and  lor  domestic  bank  holding  coapany 
Investments  or  activities  In  the  United  Stat.,  under  t  4(c)  (13) 
of   th.  Bank  Holding  Coapany  Act' and  f  225.4(f)  of  Regulation  T. 
In  th.  Board's  judgment,  th.  activities  of  BW,  uic.pt  an  noted  below, 
and  of  ECC  are  consistent  with  the  scope  of  activities  parattted 
to  Edge  Act  corporations  under  f  211.7(d)(1)(H)  of  Reflation  1(5/ 
and  domestic  bank  holding  coopanles  under  I  4(c) (13)  of  the  Bank 

5/     Section  Ul. 7(d)(1)(H)   of  Regulation  K  provide,  a.  follows: 
f   211.7(d):      "It  will  ordinarily  bs  considered  incidental  to  tho 
international  or   foreign  business   of  a   [Idn.e[  Corporation  for  It  to 
engace    in    the  following    transactions    in  ilie  United  States:      (1)    Finance- 
the   following  types  of    transactions,    including  payments  or  costs    (but 
not  expenses  in  the  United  States  of  an  office  or  representative 
therein)   incident  thereto:      .    .    .    (11)    the  importation  into  or 
exportation  from  th.  United  States  of  goods." 
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»°"lng  co^,  ^  ^  .   M3.4([)(1)   of  ^utixn  y       tortii(]j> 
in  the  Board',  judg«nt  tne  ^^  ^^^^  b,  u^  ^  fa  ' 
BW  .nd  LCC  are  «e«,t  ^„  t  22S.4(g)  (2)  (m)   rf  ^^  ^  ^  ^     ^ 
thus  consistent  rith  the  pucpM<s  o£  ^  tat  ^  ta  ^  ^^  ^^ 

The  Board's  approval  of  the  retention  of  Lloyd.  itank  of  If 
Investment  laBKU,  h^,   <ubJe(:t  Eo  ^  mmaamm  tiMt  wtuin 
two  year,  fro.  the  date  as  of  vhlch  Lloyd.  Bank  b«o-e.  a  bank  boldln, 
c«apany,   BH  cease  engaging  m  to.  activity  of  arranging  directly'  On 
■Unatn  of  goods  fro.  the  United  State,  and  BH  cease  operating  three 
««11  retail  store,  in  the  Boston  area,  which  BH  i.  currently  opet.Ung 
pursuit  to  «  low  default  by  an  importer  client.     Performance  of  the*, 
activities  would  give  Lloyds  Bank  a  ™petitive  advance  over  doMstic 
bank  holding  cosjpanies.     Hhile  an  Edee  Act  corporation  does  not  have 
the  statutory  power   to  engage  in  taking  working  capital  loans  to 
Importers,   other  banking  and  nonbanklng  subsidiaries  of  a  in— tie 
bank  holding  company  could  engage  In  caking  such  loans  and  thus  NTs 
perforsance  of  this  activity  under   J  4(c)(9)  of  the  Act  would  not 
be  substantially  at  variance  with  the  purposes  of  the  Act  sod  would 
be  In  the  public  interest. 

In  the  Board's  judgment,  I.GfC's  investment  activities  a. 
described  by  Lloyds  Bank  are  consistent  with  the  purposes  of  the  Act 
and  in  the  public  interest,  except  as  noted  below,  and  so  long  as 
EaiC  does  not  invest  in  Hire  than  5  per  cent  of  the  voting  shares, 
or  acquire  control  over  the  management  or  policies,  of  any  company 
except  with  prior  Board  approval. 
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The  Indirect  l^l^n,  by  Ltaf*  a.nk  ln  tn,  BharM  of 
«W.  -holly-owned  subsidiaries  Drake  ,„a  Drake  P.R.  „,  lwwt^ntt 
that  would  not  be  per-Liibl.  for  ,  AmmUB  hnk  holdlng  eoBpftny 

"""  *   *(e)W   of  th«  A"  '*««  >>«*«  «nd  Drake  P.R.   engag.  lffl 

nwMW.MCl.MU!  actlvitiea.  „hlch  .«  not  cloiely  t,Ut#d 

to  banking  or  waging  „  controlling  bank,  a.  to  be  a  proper  incidant 

thereto.     Lloydi  ll.nk  has  .ought  an  e.enptlou  for  ECHO*,  investment. 

In  Drake  and  Drake  P.R.   under  |  4(c)(9)  of   the  Act  end  under 

I  225.*<8>(2)(iv>  of  Regulation  T  on  the  bael.  that  Drake  end 

Drake  P.R.  principally  engage  in  the  United  Bute*  ln  activities 

"facilitating"  tranacctlons  in  International  or  foreign  coe.erce.6/ 

In  the  Board'*  judgment,   however,   the  activltlea  of  Draia  and  Drake  P.R. 

do  not  seet   the  conditions  for  exe-ptlon  eat  forth  in  S  125.4(g)(2) (iv) 

of  Regulation  Y.     The  ten  "feclliteting"  1b  intended  by  the  Board 

to  cover  international  or  foreign  banking  activltlee.   such  a*  thoee 

carried  on  by  Hew  York  "Invescaent  companies,"!/  and  is  not  Intended 


6/     Section  225.Mg)(2)(iv>  of  Regulation  Y  provides,  with  prior  Board      * 
consent,   that  a  foreign  bank  holding  company  nay  own  or  control  voting 
shares  of  eny  company  principolly  engaged  in  the  United  States  in 
"financing  or  facllltiitl.iR   cr.-iiiqactl.me  in  international  or  foreign 
commerce."     Since  Lloyds  flunk  has  ind  cotcd  tjM     Drake  and  Urake  P  R. 
engage  only   incidentally  in   "finaneii,™   transactions   "  oxemp  ion  can 
only  be  sought  under  "facilitating   transactions   in   International  or 
foreign  commerce." 

1)     See  the  Board'3  Order  of  February  7,   1972,   approving  Bann,ue  Rationale 
.   de  Paris'   retention  of   its   Investment   in  all  of   the  voting  shares  of 
French  American  flanking  Corporation,   a  ilew  York  "investment  company" 
chartered  upder  Section  XII  of  the  New  York  State  Banking  Law  (S8 
Federal  Reserve  bulletin  312) .  ■ 
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»  include  „.,b.nki„s  .„„,.,._  ,M1  M  tb(  <>[ot(  ^^  ^  ^ 
of  ft*.  «  »*.  ..,.    u  tb.  Bo.rJ,.  )MgMiit_  Kta  ^  to>k_   ^ 
«.  -.~a.ii,  „,.„„,  vithi„  tk.  UMt<d  tMm  ^  _  4o_uui  ^^^ 
b.u.  „„  »»*  ttat  .„,„„.  cmi,rM  ln„mtio|uil  „mMtto- 

n»  tart  does  „t  b.u.».  ,„,,  ,„  «„.„,„  „  «„,„,„ 
.»pro„i«.  .inc.  it  do,,  not  .pp..,  ,h.  public  bra.,lt,  >U|ib  m 
.ll.grt  f«  tb.  retention  „  „„k,  .„  „„ke  ,_,__  pm-lj  [hg  tnmam 
of  United  St.t.,  „„,„,  .o„ld  outweigh  ,„,  ,,.„„„,„,  „_  ^  ^^ 
Compony  Act  regarding  tb.  eoporetion  of  bonking  „d  commerce. 
Accordingly,  on  tb.  b.ala  .1   ,K.  foregoing  ,M  „u,„  con.ld.ratl.ru, 
r.U.et«l  In  tb.  record,   tb.  Board  hereby  denied  lloyd.  Rank's  ,w, 
lot  «te.,clon  pursuant  t.  J  »(.)(•.)  to  retain  it,  Indirect  l.,„t«.t. 
in  Disk,  and  Drake  P.R. 

Baart  upon  the  foregoing  and  other  con.lder.tlon.  reflected 
In  the  record,   and  baaed  upon  tb.  assumption  that  I.loyds  Bank  will 
becoao  a  bank  holding  company  through  the  acquisition  of  voting 
share,  of  Flret  Western  Bank  and  Trust  Company  of  Los  Angoles, 
California,   in  accordance  with  ita  application  approved  by  the  Board, 
the  Board  has  made  the  following  determinations: 

1.     Pur.uant  to   5  4(c)(9)  of  the  Act,   the  Board  ha.  determined 
that  the  continued  Indirect  ownership  by  Lloyda  Bank  of  .11  of  Ml",  voting 
sharea,  is   exempt  from  the  prohibitions  of  section  4  of   the  Act  under 
S   MS. 4 (g)(2) (Hi)   uf  Regulation  V.   subject   Co  the  following  conditions: 

(a)   That  EH  ceaae  to  engage  in  the  activity  of  arranging 
directly  the  shipment  of  goods  from  the  United  Stete.  within  two  yeara 
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•  th.  d«t.  „  0f  Chlch  Uoyd.  ^  bet(wea  ( 

tb>  That  DW  c 


bank  holding  company; 


b  operating  three  retail  stores  ln  the 
Boston  arm.  .tttu  „.  VM„  tl<m  am   „„_  a>  of  vhjeh  u^9  ^ 

becomes  a  bank  holding  coapsuy. 

2.  Pureuant  to  f   4(c)(9)  0f  the-Act  and  |  225.4(g)(3) 
of  Regulation  Y,  the  Board  a 


1  Indirect  ownership 
by  Lloyd.  Bank  of  approximately  46.6  pet  cent  of  th.  voting  .har.e 
of  EQ1C,  ao  long  aa  ECHC  doe.  not  invest  in  more  than  S  per  cent 
of  the  voting  ahatea,  or  acquire  control  ov.r  the  management  ox 
policies,  of  any  company  except  with  prior  Board  approval,  aod  aubjact 
to  the  following  condition:  that  Lloyda  Bank  dispose  of  ita  indirect 
46.6  per  cent  lntoreat  in  the  voting  shares  of  Drake  and  Drake  P.R. 
within  two  years  fro.  the  date  as  of  which  it  becomes  a  bonk  holding 
Company. 

3.  Pursuant  to  I  4(c)(9)  of  the  Act,  the  Board  has  determined 
that  tha  continued  indirect  ownership  by  Lloyds  Bank  of  approximately 
46.6  per  cent  of  the  voting  ahares  of  ECC  Is  exempt  from  the  prohibitions 
of  section  4  of  the  Act  under  S  225.4(g)(2)(ili)  of  Regulation  t. 

The  foregoing  determinations  are  subject  to  the  Board's 
authority  to  require  reports  by,  and  make  examinations  of,  holding 
companies  and  their  subsidiaries!  to  require  such  modification  or 
termination  of  the  activities  of  s  holding  company  or  any  of  its 
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subsidiaries  as  the  Hoard  finds  necessary  to  assure  compliance  with 
the  provisions  and  purposes  o£  the  Act  and  the  Board's  regulations 
and  orders  issued  thereunder,  or  to  prevent  evasion  thereof;  and 
to  revocation  by  the  Board  if  the  facts  upon  which  It  is  based  Changs 
in  any  material  respect. 

By  order  of  the  Board  of  Governors ,2'  effective  January  9, 
1974. 

(Signed)  Cheater  B.  Feldberg 


"67  Votine  for  this  action:  Vice  Chairman  Mitchell  and  Governors 
§Lta*  and  Holland.  Absent  and  not  voting:  Chairman  Burns  and 
Governors  Daane  and  Uucher. 
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■.n  sourcua,        (2)   the  possibility  of  abuses 
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.initiated  by  sbecific  undertakings  of  Banco  di  r.ona   to 
of  Banco  di  rjoma   (Chicago)    from  those  .of  Euro- 
Partners,    (3)    the   operations   of  EuroPartners  would  have  a  beneficial 
fcjact  on   the  balance   of  payr-enta  of  jtha  United  States  by   facilitating 
foreign  Investment  in  this   country,   arid   (6)   it  would  be   Inequitable   to  deny 
an  exemption  in  circumstances   that  would   force  Banco  di  Roma   to  choose 
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Katjonat  Ahr.ociJLi.oti  o£   :;< 


■   Dcalem,   Inc.,   the  Philadelphia - 


llaltimore-l.'nshinjiton  Stock  T.i 

r  market 


i  Stock  Exchange,   and   die  Hidvest  Stock  Exchange. 

ffects    teciiiiLici    transactions    in    the   over. 


both  as   principal    a. id   ajunt.-      It   offer 
to  European  and  otliur   foreign  clients 


Inl  advice 


istcd   in  obtaining   financing 


In  the  United  States  or  in  effecting  in  the  United  States  direct  invest- 
ments, acquisitions,  joint  ventures,  mergers  and  other  corporate  trans- 
actions. It  offers  similar  services  with  respect  to  foreign  markocs  to 
American  and  Canadian  companies  having  interests  abroad. 

In  the  calendar  ynar'l9Vl,   approximately  73  per  cent  of 
Euro-Partners'   gross   income  was  derived   from  foreign  sources.     Approxi- 
mately  two-thirds  of   its   gross   Income   consisted  of  commission  income 
from  brokerage  business.     Historically,    foreign  customer  accounts  have 
generated  more   than  90  per  cent  of  its   gross  brokerage  commissions  on 
oil  customer  accounts.     On   the  other  hand,   approximately  15  per  cent  of 
its  gross   ineorae  was  derived   from  underwriting  of  securities,   and  almost 
90  per  cent  of  gross   income   from  this  source  vas  derived  from  United 
States  customers,  » 

Section  4(c)(9)   of  the  Act  provides   that   the  prohibitions  of 
section  a  shall  not  apply   to   the   investments  or  activities  of   foreign 
bank  holding  companies   that  conduct   the  greater  part  of   thoir  business 
outside   the  United  States,    if  the   Hoard  by   regulation  or  order  determines 
that,    under    the   circumstances   and   subject   to   the   conditions   set    forth  in 
the  regulation  or-ordcr,    the  cxeoption  would  not  bo   substantially  at 
variance  with   the  purposes   of   the  Act  and  would  be   in   the   public   interest. 
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IUiico  di   Kiaia's    invcsti    i.l   in  Lnrol'.ittncra   is  an   invastncnt 
t'l:al  would   mil    K-   |n.rui  ^slulL    to  n   'Juristic   bank  holding  company,      Tlrts 
L-oard  Ims  comirt.mUy  .iiiplicd   tin.  policies  of   the  Clnss-Stcagall  Act 
to  all    bank  holding   companies    registered   under    Che   Eonk  Holding  Company 
Act    irrcs|>i'ctivi'   of  whether   *hey   heva    subsidiaries    that  arc   member   banks. 
(Sec,    n.tir.      12  Ci'K   225.  125  and    12   CFR  225.126.)      In  enactins    the   Glass- 
Stcagnll  Act,   Congress   indicated   that  affiliations   of  commercial  banks 
and   securities   companies   give    rise    to  potential   conflicts    of   interests 
and  unsound  banking  practice*. 

The   Board   is   not  persuaded   that   the  public  benefits   that  are 
alleged    for    the   affiliation   of 'a    foreign   bank  holding   company  and  a 
securities  company  would  outweigh   the  possible  adverse  effects  with 
which  Congress  was   concerned   in   the  enactment  of   the  Class-Steagall 
Act.     An  affiliation  with  a  securities  company  would  give  a   foreign 
bank  holding  company  on  unfair  competitive  advantage  over  a  domestic 
bank  holding  company   in   that  a   foreign  bank  holding  company  would  be 
able    to   offer    its    customers    on   alternative   means   of   obtaining    financing 
to  credit   facilities,   namely,   underwriting   facilities.     While   there  is 
no  reason   to  doubt   the   sincerity  of   the  Banco  di  Roma's  plan   to  » 

insulate   the  operations  of  its   subsidiary  bank  in  Chicago   from  the 

guideline   for  conforming   the  operations  of 
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'   — -  :;  «™*»»F   l°  w«  F»U<rl«a  ot  the  ClUBrt-Stuflnull  Act 

vould  pose  very  dHflcult  supervision  vroblM   tot  tlj.  Board  which, 
in   the   Board's  ju^cotrt,   vitiate   the  superficial  merit,  of  ,uch  a 
pXnn."  '       ' 

Moreover,  Llic  i»nrd  is  of  the  opinion  that  differences  in 
State  laws  on  bank  branching  should  not  be  permitted  to  override  the 
policies  of   the   Bank  Holding  Coiapuny  Act  regarding   the   separation  of 


banking    fro*  cor.r.icrce.      The    Eanco   di   Robk 


>  disadvantage   t 


other  bank  in  its   inability   to  obtain  a  branch  in  Illinois,   since 
Illinois   lav  docs  not  authorize  branching  by  any  bank.     -Hero   the  Board 
to  adopt  a  policy   of  permitting  exceptions   to   the   prohibitions  of 
section  4  in  the   interest  of  compensating   for  differences   in  State  law, 
the  application  of  section  4  would  be  seriously  compromised. 

Based  on   the   foregoing  and  other  considerations  reflected   in 
the  record,   the  Bonrd  has  determined   to  deny  the   request  of  Banco  di 
Roma   for  an  exemption  under  section  4(c)(9)   of  the   Bank  Holding  Company 
Act   for   its  investment  in  Europartners.  '  Under  section  4(a)(2)   of  the 
Act,   if  Banco  di  Roma   consummates   Che  acquisition  of   its  proposed    ' 


3/        Via   p Ion  uould   not   de.il,    for  example,   with    the   problem  of 
other's   securities   affiliates  or   their  customers. 
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ownership  of   shares   oC   Lino  Partners  within    two  years   after   the 
dote   ns   of  ulifcli    it   ltetbK-.es -a    bank  holdinj;   company. 

By   order   of    the    Coord   of  Governors,      effective   September 
1372. 


Tj       Voting   for   this 
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For  ltuediate  release 


December  6,   1973 


The  Board  of  Governors  hat  today  denied  the  request,   pursuant 
to   S   4(c)(9)   of  the  Bank  Holding  Conpony  Act,   of  The  Royal  Trust  Comiony, 
Montreal,   Quebec,   Canada,    to  permanently  acquire   Information  System 
Design,    Inc.,   Oakland,  California,     However,   the  Board  hae  granted  The 
Royal  Trust  Company  permission  to   temporarily  acquire  Information  System* 
Design  because  such  ecquisltloa  la  en  incident  to  an  essentially  foreign 
transaction.      The  temporary  acquisition  of  Information  Systems  Design  la 
subject  to  the  condition  that  The  Royal  Trust  Company  divest  Itself  of 
all  interest  In  Information  Systems  Design  as  soon  as  practicable  but  In 
no  event  later  than  two  years  from  the  date  of  such  temporary  acquisition. 
Attached  Is  the  Board's  Older  relating  to  this  action. 

Attachment 
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FEDERAL  RESFl'VE  SYSTEM 
"THE  ROYAL  TRUST  COMPANY 
Ord«r  Denying  Acquisition  of  Information  System*  Deslsn,  Inc. 

The  Royal  Trust  Company,  Hontrul,  Quebec,  Canada  {"Royal"),  a 
foreign  bank  holding  company  within  the  meaning  of  5  725.4(g)  (1)  (Hi)  of 
Reflation  Y,  has  applied  for  the  Board's  approval  under  S  4(c)(9)  of  the 
Bank  Holding  Company  Act  ("Act")  to  indirectly  acquire  Information  Systems 
Design,  Inc.  ("ISD") ,  Oakland,  California. 

Royal  proposes  to  acquire  Computel  Systems,  Ltd.  ( "Compute 1") , 
a  Canadian  corporation  that  Is  primarily  engaged  In  the  business  of 
selling  computer  time.   Royal  proposes  to  acquire  Computel  in  order  to 


obtain  en  internal  source  of 


computer  services  that  May  increase  efficiency 


and  reduce  Royal's  cost  of  obtaining  such  services. 

ISD  Is  a  wholly-owned  subsidiary  of  Computel  that  la  also  pri- 
marily engaged  in  selling  computer  time.   ISD  provides  other  related 
services,  including  storage  of  information  and  programs  on  magnetic 
recording  devices,  leasing  remote  terminal  computer  devices  snd  telephone 
lines,  and  writing  and  developing  computer  programs.  Royal  proposes  to 
indirectly  acquire  ISO  contemporaneously  with  end  as  an  incident  to  Its 
acquisition  of  Computel.  Pursuant  to  $  225.4(g)(3)  of  Regulation  Y  and 
1  4(c)(5)  of  the  Act,  Royal  has  requested  the  Board  to  exempt  Its  Indirect 
acquisition  of  ISD  from  the  prohibition  against  nonbanklng  lntereets  con- 
tained in  5  A  of  the  Act. 

1/  Although  the  data  processing  activities  of  Computel  are  broader  than 
those  permissible  for  a  donKtstlc  bonk  holding  company  under  }  4(c)(8)  of 
the  Act,  S  225.6(g) (2)(i)  of  Reg.  Y  provides  that  a  foreign  bank  holding 
company  may  engage  in  direct  activities  of  any  kind  outside  the  United 
States. 
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Section  4(c) (9)   of  the  Act  provide*  that  the  prohibition!  of 
I  4  shall  not  apply  to  the  Investments  or  activities  of  foreign  bank  hold- 
ing companies  that  conduct  'the  greater  pert  of  their  business  outside  the 
United  States  If  the  Board  by  regulation  or  order  determines  that,  under 
the  circumstances  and  subject  to  the  conditions  sat  forth  In  Che  regula- 
tion or  order,      the  exception  would  not  be  substantially  at  variance  with 
the  purposes  of  the  Act  end  would  be  In  the  public  Interest.     Royal  has 
spplled  for  a  special  exemption  for  Its  acquisition  of  ISO  under 
I  225.4(e) (3)  "f  Regulation  V,  contending  chat  such  acquisition  would  ba 
consistent  with  the  purposes  at  the  Act  and  would  be  In  the  public  Intaraat. 

In  support  of  its  request  for  an  exemption  pursuant  to  I  4(c)(9), 

Royal   states     that  the  acquisition  of  ISD  la  merely  en  Incident  to  an 

essentially  foreign  transaction  which  would  have  no  adverse  effects  In 

the  United  States  .    Although  Royal's  Indirect  acquisition  of  ISD  la  part 

of  an  essentially  foreign  transection,   a  domestic  bank  holding  coat-any 

would  be  prohibited  from  acquiring  a  company  engaged  in  the  range  of  data 

II 
processing  activities  of  ISD.        The  Board  believes  that  the  acquisition  of 

a  data  processing  company  engaged  In  the  range  of  activities  of  ISD  could       * 
give  a  foreign  bank  holding  coupon/  a  competitive  advantage  over  a  domestic 
bank  holding  company  and  that  the  acquisition  of  such  a  company  Is  inap- 
propriate for  a  foreign  bank  holding  company.     Royal  has  not  presented 

2/     Selling  more  than  excess  computer  tine,    storing  and  processing  Informa- 
tion that  is  not  financial   in  nature,   and  developing  prcicroiiis  than  are  not 
financial   in  nature   are  not  permitted  by  the   Board's  data  ptoccsslnf;  reguls- 
tlon  and  interpretation  unleas    sich  data  processing  services  are  requested 
by  a  customer  and  are  not  otherwise  reasonably  available  In  the  relevant 
market  area  (5  225.4(a)(8)  of  Reg.   Y  and  12  CFR  5  225.123). 
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■CSUBMDC*  that  would  support  ■  contrsry  conclusion.      Chi  the  basis  of  th* 
forsgolng  «nd  other  considerations  reflected  In  the  record,  the  Board 
hereby  denies  Royal'*  request  for  an  exemption     pursuant  to  I  4(c)(9) 
to  permanently  acquire  1SD.     Since  Royal  propose*  to  Indirectly  acquire 
ISD  simultsneously  with  Ita  acquisition  of  Computal  and  a*  an. Incident  to 
an  essentially  foreign  transaction,    the  Board  finds  that  It  would  be  con- 
sistent with  the  *tandarda  of  §  4(c)(9)    to  permit  Royal  to  temporarily 
acquire  ISD  and  to  grant  Royal  a  reasonable  period  of  time  In  which  to 
effect  an  orderly  divestiture  of  ISD.     On  thie  basis,   the  Board  hereby 
parmlta  Royal   to  temporarily  acquire. ISD  subject  to  the  condition  that 
Royal  shall  us*  it*  beat  effort*  to  dlveat  ISD  aa  soon  as  practicable 
after  It*  acquisition  of  Computet,  but  in  no  event  shell  Royal  retain 
any  interest  in     ISD  after  two  years  from  the  date  of  its  acquisition  of 
Computet . 

By  order  of  the  Board  of  Governors,     effective  December  6,   1973. 

(Signed)     Chester  B.   Feldbcrg 


5? Voting  for  this  action:     Governors  Brimmer,  Shcehan,   Bucher  and 
Holland.     Absent  and  not  voting:     Chairman  Burn*  end  Governors  Mitchell 
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ftltotAl.  RESKKVU  3YSTBH 
BAHQUE  HAII0HAL6  DE  PARES 

Banqu.  H.tlon.1.  d.  Pari.  ("MP"),  tel->  rrMM>  ta>  applud 
for  th.  iNtl'i  .pproval  und,r  taction  4(c){9)  of  the  Bank  Holding 
Comply  Act  to  wtnin  .11  of  th.  voting  ahare.  of  French  Americen  Banking 
Corporation  (-FABC").  New  York  City,   and  of  FABC'.  wholly-owned  eub.idlaty, 
Frsnch  American  C.plt.l  Corporation  ("FACC"),  Kou  York  City,    tf  BHP  becomes 
a  bank  holding  company. 

BW  ha*  received  the  Board '•  per.lt.leo  to  becona  a  bank  holding 
company  through  the  acqul.it loo  of  all  of  the  voting  stock  (lett  dlr.ctort' 
qualifying  tharet)  of  a  propoaed  new  bank  in  San  Francisco,  California,  to 
be  named  French  Bank  of  California.  If  the  proposed  acquisition  t*  consum- 
mated, BHP  vill  be  .  foreign  bank  holding  company  within  the  meaning  of 
I  22S.4<g)(l)(itl)   of  Regulation  Y.  " 

FABC  It  an  "investment  company"  chartered  under  Article  XII 
of  the  New  York  State  Banking  Law.     It  la  engaged  In  banking  actlvttlet, 
including  inert-  and  ■edium-term  lending,   acceptances,   remittance  of 
funds,   foreign  axch.nge  transactions,   and  related  activities.     FABC 
received  credit  balances    for   the  account  of   lta  customers   in  connection 
with  transactions  that  it   la  legally  authorised  to  perform,  but  does 
not  accept  deposits.     Except  for  FABC'a  Investment  in  the  shares  of  its 
wholly-owned  subsidiary  FACC,  FABC  does  not  directly  own  more  than  5  per 
cent  of  the  shares  of  any  company. 
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FACC  is  a  corporation  organized   in  1970  under  the  UW8  of 
the  Stat,  of  Delaware   that  .p-cUli...  in  bating  £„„„,  tol  lt,  w 
-ccount.     It  plan,  to  expend   lts  activities  to  provide  Inva.tmeat 
advisory  «rvlce.  end  corporate  financial  .e„UeB>   lncludlng  .„UtMM 
in  «rBa„  end  acquisition*.     Moat  of  FACC'.  fond,  have  been  placed  in 
ehwt-tem  inve.te.ent*,   Include  purchase  of  participations  in  FABC'e 
loan,  end  investment  in  negotiable  corporate  and  government  note.. 
FACC  has  .1,0  .ade  venture  capital  investment,  end  be.  invented  in     * 
securities  U.ted  on  en  exchange.     Among  it.  venture  capital  Investment*. 
FACC  he*  ecqnired  more  then  S  per  cent  of  the  voting  there,  of  two 
United  States  eubaidtariea  of  French  corporation*.     It  he.  e  15  per  cent 
Interest   In  Locefraoce-U.S.  Corporation,  which  is  engaged  In  the  bu.ine.. 
of  leasing  equipment,   end  e  15.3  per  cent  interest  In  Indumat  Equipment 
Corporation,  which  sells  and   leases  scaffolding  systems.     Both  such 
corporation*  are  located   in  New  York  city. 

Section  4(c)(9)   of  the  Act  provides  that  the  prohibition* 
of  section  4  shall  not  apply  to  the  Investments  or  activities  of 
foreign  bank  holding  companies  that  conduct  the  greater  part  of 
their  business  outside  the  United  States,   if  the  Board  by  regulation 
or  order  determines  that,   under   tho  circumstances  and  subject  to 
the  conditions  set   forth  in  the  regulation  or  order,   the  exemption 
would  not  be  substantially  at  variance  with  the  purposes  of  the  Act 
and  would  be    in   the  public    Interest.      In   5    225.4(g) (2)(iv)    of  Regula- 
tion Y,   the  Board  ha*  determined  that  a  foreign  bank  holding  company 
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«F.  *ith  the  Board'.  cogent.  o*n  „  cnt.ol  „ttBg  ,„„„  rf  ^ 
company  principal!*  w-  lo  th.  UnUed  SMtM  ln  tloanelag  m 

f«tut.tiog  «.»..ctio«  i0-lnt<rn.U)>Ml  „  fw.lBn  co>-erca     Ffo- 

th.  i„£o«ptlon  submitted  by-the  Applicant,   it  .pp..r.  that  the  gre« 

«jonty  of  FA.C-.  bu.1™..  u  cooduct€d  wlth>  oc  ^  beh-l£  of_  foiBign 

customer,  and  that  FABC  t.  prl»ctp.Uy  engegad   In  international  oc 
foreign  banking  in  competition  with  other  financial  inmtutlon.  ln 
Mew  York  City,   including  branch-,  or  .genet..  0f  for.ig*  bank.,   th.' 
intern.tlonal  banking  department,  of  New  York  bank.,  aad  Wg.  Act 
.ub.idleri..  of  other  bank..     FABC  i.  «ctlv.  In  th.  do»..tlc  mukat 
for  call  loan,  to  brokere,   beaker.'   acceptance.,   and  bankers'   certifi- 
cate, of  d.po.ie;  however,   .uch  bo.ine.s  i.  «.U  ln  proportion  both 
to  FABC*.  total  buslne.a  and   to  tbe  market,  for  theae  type,  of  ...et. 
in  Ben  York  City. 

Ill  the.  Board',  judgment,  FABC'.  activities  peBt  tbe  condition, 
for  exemption  set  forth  in  section  4(c) (9)   of   the  Act  and  1  225.4<gJ<2)(iv) 
of  Regulation  Y.     In  the  board's   Jud8"*"C,  FACC's  lnv.atment  activities 
as  described  by  Applicant  are  consistent  with  the  purpose,  of  the  Act 
and  the  public  interest,  except  a.  noted  below  and  subject   to  th. 
condition  that  FAGp  not   invest   in  more   then  5  per  cent  of  the  voting 
shares,   or  acquire  control  over  the  management  or  policies,   of  soy  Issuer 
except  with  prior  Board  approval.     FACC'.  proposed   Investment  advisory 
services  and   its   investment  In  Locafrsnce-U.S.   Corporation  are  consistent 
with  the  scope  of  activities  permitted   to  a  domestic  bank  holding  company 
under  section  4(c)(8)  of  the  Act  and   S5   125.6(a)(5)   and   (6)   of  Regulation  Y. 
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The  term  "corpor.te  financial  mmnic„n   „  UBei  by  AppUcont 
to  -escribe  .  propesBd  nett  ,>tlvlt,  of  FACC  la  not  „peclflcQUy  Mtnei 
in  the  application.  The  Board  is  of  the  view  that  FACC  should  b. 
pmrmltwd  t0  furnl.h  financial  service,  of  .  kind  authorised  by 
I  Z2S.4(a>(5)  of  Regulation  Y.  the  Bo.rd  ha.  not  determined  that 
s.sist.nc.  it,  merger,  and  acquisitions  1S  included  among  such  service.. 

FACC's  Investment  in  Indumat  Equipment  Corporation  is 
an  investment  that  would  not  be  per-la.lble  to  a  domestic 'bank  holding 
company,  since  Indumat  is  engaged  in  the  bu.ines.  of  selling  goods  in 
the  United  States.  The  Board  believe,  that  such  an  Investment  is 
inappropriate  for  s  foreign  bank  holding  company,  and  no  sound  reasons 
have  been  advanced  by  Applicant  In  support  of  a  contrary  conclusion. 

Competition  in  international  or  foreign  banking  In  the 
New  tork  market  will  be  promoted  if  BMP  Is  permitted  to  retain 
it.  Investment,  in  FABC  snd  FACC.  FABC  1.  a  snail  competitor  in 
this  marks*,  and  It  is  in  the  public  interest  that  such  competition 
be  preserved  to  the  extent  consistent  in  other  respects  with  the 
purposes  of  the  Act. 

Based  upon  the  foregoing  and  other  considerations  reflected 
in  the  record,  and  based  upon  the  assumption  that  BMP  will  become 
a  bank  holding  company  through  the  acquisition  of  voting  shares' 
of  French  Bank  of  California  In  accordance  with  its  application  approved 
by  the  Board,  the  Board  has  made  the  following  determinations: 
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*.     mrwttn  t„  .ection  4(e)w  of  lW  AM  and 
*  «».*(.)«)(!,)  .,  Re8llllltl(m  Y<  the  >ott4  ^^ 

to  th.  continued  ownership  by  BMP  ol  .11  of  FABC'a 
voting  •bates. 

2-     Pursuant  to  section  4(c)(9)  of  th.  Act  and 
«  225.4(g)(3)  of  R.gul.tion  Y(   tta  fc.rt  ,ppcov#B  the 
continual  indirect  own.rshlp  by  BHP  of  .11  of  FACC'. 
voting  shares,   aubject  to  th.  following  condition.: 

(a)  That  FACC  lt.lt  Its  corporate  financial 
•«rvlc«a  to  the  kind  of  services  authorized  by 

J  225.4(a)(5)  of  Regulation  Y, 

(b)  That  BNP  dispose  of  lta  indirect  15  per 
cent  int.reat  in  Indumat  Equlpmnt  Corporation 
within  two  year,  from  the  date  a*  of  which  It 
becomes  a  bank  holding  company. 

3.     Purauant  to  section  4(c)(9)  of  the  Act  and 
f   225.4(g)(3)   Of  Regulation  I,    the  Board   approves 
the  continued  iadirect  ownership  by  BHP  of  15  per  cent 
of  the  voting  shares  of  Locafrsnce-U.S.  Corporation, 
Hew  York  City,   provided  that  Locaf ranee  confines  Its 
activities   to   leasing  of  personal  property  and   equip- 
ment  in  accordance  with   i   225.4(a)(6)  of  Regulation  Y, 

The  foregoing  determinations  are  subject   to  the  Board's 
authority  to  require  reports  by,  and  make  examinations  of,  holding 
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companies  and  their  subsidiaries;  to  require  such  modification 
or  termination  of  Che  activities  of  a  holding  company  or  any  o£ 
Its  subsidiaries  as  the  Board  finds  necessary  to  assure  compliance 
with  the  provisions  and  purposes  of  the  Act  and  the  Board's  regula- 
tions and  orders  Issued  thereunder,  or  to  prevent  evasion  thereof; 
and  to  revocation  by  the  Board  if  the  facts  upon  which  It  is  based 
change  In  any  material  respect.  •> 

By  order  of  the  Board  of  Governors,  February  7,  1972. 


f"        /  '-if- 


;r- 


1/  Voting  for  this  action:  Chairman  Burns  a 
Daane,  Brimmer,  and  Sheehan.  Absent  and  not 
and  Haisel. 
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Question  Ho.  2 

As  an  alternative  to  requiring  Federal  Reserve  membership  for 
branches,  agencies  and  subsidiaries  of  foreign  banks  with  worldwide  assets 
In  excess  of  $500  million,  would  it  be  sufficient  for  monetary  policy 
purposes  to  leave  Federal  Reserve  membership  optional,  but  to  require  all 
foreign  branches  and  agencies  (but  not  subsidiaries)  to  maintain  reserves 
at  levels  and  in  forms  comparable  to  those  required  for  Federal  Reserve 
member  banks? 

Answer;  The  Board's  proposed  foreign  bank  regulation  (S.  958) 
would  require  that  all  agencies,  branches,  and  banking  subsidiaries  of 
foreign  banks  or  foreign  bank  holding  companies  with  worldwide  assets 
In  excess  of  S500  million  become  members  of  the  Federal  Reserve  System, 

The  Board  considered,  as  an  alternative  to  the  provision  In 
S.  958,  recommending  that  all  agencies',  branches  and  banking  subsidiaries 
maintain  reserves  comparable  to  those  required  of  Federal  Reserve  member 
banks  but  not  to  require  Federal  Reserve  membership.  It  rejected  that 
alternative  because  membership  would  ensure  that  all  Federal  Reserve 
regulations  used  to  effect  monetary  policy  would  be  applied  automatically 
to  all  U.  S.  banking  offices  of  foreign  banks.  Thus,  as  instruments  of 
monetary  control  that  do  not  function  through  reserve  requirements  are 
used,  such  as  the  Regulation  Q  ceilings  on  interest  rates,  and  as  new 
instruments  are  developed,  no  special  legislation  would  have  to  be 
enacted  and  no  voluntary  programs  of  moral  suasion  would  have  to  be 
devised  in  order  to  achieve  roughly  comparable  monetary  control  over 
U.  S.  offices  of  foreign  banks. 

To  require  only  agencies  and  branches  to  maintain  reserves, 
but  not  subsidiary  banks,  has  an  additional  drawback.  Excluding 
subsidiary  banks  from  the  burden  of  reserve  requirements  would  make 
the  establishment  and  expansion  of  nonmember  banking  subsidiaries 
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atlve  to  that  of  agenclei   and  branches  and  thereby 
hitting  of  deposits  from  offices  subject  to  Federal 
to  offices  that  are  subject  to  less  burdens™*  State 
,  uhlch  are  not  designed  foe  monetary  control, 
a  sliou'd  decide  against  compulsory  membership,   then 
extend  only  reserve  requirement ■  to  foreign  bank 
S.      In  addition,   this  authority  should  extend  to 
-ols  and  any  Other  regulations    imposed  on  member 

deems  necessary  for  the  implead! tat ion  of  domestic 
The  Board  furthermore  believes,  that  if  branches  and 
Federal  Reserve  reserve  requirements  they  should  elso 
:ral  Reserve  clearing  end  discount  facilities  In  order 
atment.  For  the  reasons  discussed  above, 
it  would  also  be  Important  to  give  the  Board  examination  authority  over 
such  operations . 


more  attractive  r< 
would  enhance  the 
Reserve  regulatim 
reserve  requirenei 

If  Congn 
It  is  not  enough  I 
operations  In  the 
Interest  rate  contt 
banks  that  the  Boai 
monetary  policy, 
agencies  maintain 
have  access  to  Fede 
to  afford  them 
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Question  Ho.  3 

The  provision  requiring  FDIC  insurance  for  foreign  bank 
branches  and  agencies  raises  the  objection  that  not  all  U.  S.  banks 
ace  required  to  catty  such  insurance.  In  addition,  that*  are  con- 
siderable practical  difficulties  in  InBUTing  Che  deposits  of  entities 
not  Incorporated  in  the  United  States  are  there  not?   If  the  purpose 
is  to  protect  small  II.  S.  depositor*  when  foreign  banks  establish 
retail  operations,  would  it  be  sufficient  to  require  any  foreign  bank 
branch  or  agency  accepting  domestic  deposits  exceeding  a  specified 
threshold  level  to  convert  to  a  state  or  federally  chartered 
subsidiary? 

Answer:  There  are  three  operative  provisions  In  the  Board's 

proposal  that  make  FDIC  Insurance  mandatory  for  branches  and  agencies : 

(1)  Sections  2(4)  and  (6)  of  S.  958  would  define  a  branch 
and  agency  of  a  foreign  bank  to  be  a  "bank"  subsidiary 
of  a  bank  holding  company;  as  a  result,  each  such  branch 
and  agency  as  a  "subsidiary  bank"  of  a  bank  holding  com- 
pany would  be  required  to  become  and  remain  an  "insured" 
bank  by  section  3(e)  of  the  Bank  Holding  Company  Act 

of  1956,  as  amended  ("BHCA") ; 

(2)  Section  3(f)  of  the  Board's  proposal  requires  each  branch, 
agency  and  subsidiary  bank  of  a  foreign  bank  with  world- 
wide bank  assets  in  excess  of  S500  million  to  become 

and  remain  a  member  bank;  as  a  result,  each  such  branch 
and  agency  as  a  State  member  bank  would  have  to  become 
an  Insured  bank  since  under  section  4  of  the  FDIC  Act 
(12  0,8. C.  1814)  every  State  bank  that  becomes  a  member 
of  the  Federal  Reserve  System  and  which  is  engaged  In 
the  business  of  receiving  deposits,  shall  be  an  insured 
bank  from  the  time  it  becomes  a  member  of  the  System; 
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(3)   Section  6(1)  of  the  Board's  pcopoaal  would  amend  the 
Federal  Reserve  Act  to  require  federal  branches  of 
foreign  bsn^s  established  pursuant  ti  section  18  of 
the  Board's  proposal  to  become  insured  banks. 

It  is  thus  clear  that,  consistent  with  the  principle  of  natloc 
treatment,  the  Board  has  not  proposed  a  special  mandatory  insurance  re- 
quirement for  branches  and  agencies  of  foreign  banks;  rather,  branches 
and  agencies  are  merely  automatically  subjected  to  the  same  mandatory 
insurance  requirement  that  applies  to  all  subsidiary  banks  of  bank 
holding  companies  and  all  member  banks.   This  group  of  banks  required 
to  be  insured  includes,  without  exception,  this  nation's  largest  banks 
lAlch  are  the  primary  competitors  of  foreign  banks  In  this  country. 

In  its  statement  to  the  Subcommittee  on  S.  958,  the  FDIC 
indicated  that  it  was  concerned  that  the  non- incorporated  status  of 
such  offices  could  pose  legal  and  practical  obstacles  to  effective 
supervision  of  their  operations  and  to  the  marshalling  of  assets  in 
case  of  Insolvency  and  that  these  factors  pose  substantial  uncertain 
risks  to  the  assets  of  the  FDIC  fund.  For  these  reasons,  the  FDIC 
believes  that  insurance  should  only  be  made  available  for  U.  S.- 
Incorporated  banking  subsidiaries  of  foreign  banks. 

This  point  highlights  the  need  to  ensure  that  only  sound, 
well-managed  foreign  banks  with  extensive  international  experience 
be  permitted  to  open  branches  and  agencies  in  this  country.  Any  such 
evaluation  would  have  to  take  into  account  the  position,  standing 
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and   reputation  of   such  bank  In  ita   home  country,    and,    moat    Importantly, 
the  attitude  of  Ita  bow  country  banking  authority  toward  the  establish- 
ment of  any  U.   S.   office  by  such  bank.      It  would  appear  that  obtaining 
knowledge  on  theae  isauea  would  beat  be  accomplished  at  a  national 
level. 

As  pointed  out  by  the  FDIC,   the  risks   to  the  FDIC  fund  in  the 
case  of  an  insolvency  situation  muat  be  thoroughly  considered.     On  this 
issue,   the  FDIC  carefully  notes  the  problems  that  could  occur  If  a  foreign 
bank  aada  a  deliberate  effort  to  move  assets  outside  the  United  States; 
it  would  sean,  however,   that  many  of  these  same  problems  could  similarly 
occur  in  the  case  of  a  wholly-owned  subsidiary  of  a  foreign  bank.     To 
the  extent   that  these  risks   can  be  dealt  with  through  amendments    to 
the  FDIC  Act,   the  regulatory  or  cost  burdens  that  would  be  imposed  by 
any  particular  amendment  would  have  to  be  weighed  against  the  additional 
protection  It  would  bring.      It  would  seem  here  that  a  middle  ground 
could  be  reached  whereby  the  FDIC's  exposure  could  be  reasonably  limited 
and  the  requirements  imposed  on  foreign  banks  would  not  be  unreasonably 
burdensome. 

Requiring  a  branch  or  agency  to  convert  to  a  State  or  national 
bank  subsidiary  if  its  deposits  reached  a  certain  level  would  deny 
foreign  banks  the  opportunity  to  choose  the  form  of  banking  organization 
that  best  suited  their  needs  and  purposes  for  entering  the  U.  S.  market. 
Host  banks,  including  especially  U.  S.  banks  which  have  some  750  branches 
abroad,  prefer  to  expand  in  a  branch  form  of  organization  since  it  places 
the   full   support  of   the  parent    institution  behind   their  operations  and 
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avoldi  problems  of  local  lending  limits,  etc.,  Chat  ara  uaually  placed 
on  subaldlarles.  If  the  Congress  believes  that  the  regulatory  problems 
of  extending  FDIC  Insurance  to  branches  and  agencies  are  too  great  and 
yet  It  nevertheless  wants  to  assure  that  all  depositor*  at  II.  S.  banking 
offices  have  some  form  of  '.epos It  protection,  it  could,  as  suggested  by 
Congressman  Bees  In  H.  R.  12103,  require  a   foreign  bank  to  maintain  a 
separate  surety  bond,  in  lieu  of  insurance,  to  protect  depositors. 
This  would  remove  any  risks  to  the  FDIC  fund  and  would  afford  depositors 
a  substantial  measure  of  protection.  Tills  would  seem  a  fairer  alternative 
than  required  conversion  to  a  subsidiary. 
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Question  No.  A 

Section  25(b)  of  the  bill  provides  for  federal  licensing  of 
entry  by  foreign  bank!  whetbar  those  banks  are  to  be  established  under 
state  or  federal  law.  Would  it  be  sufficient  to  require  state  bank 
regulatory  agencies  to  consult  formally  with  federal  regulatory  agencies 
and  the  Department  of  State  on  all  applications  for  entry  by  foreign 
banks  under  state  law? 

Answer:   The  Boerd  has  proposed  the  licensing  requirement 

of  section  25(b)  because  i;  would  permit  the  adoption  of  a  truly 

national  policy  on  foreign  bank  entry  in  the  United  States.   If  a 

State  was  free  to  disregard  the  re commendation  of  federal  authorities, 

it  not  only  could  frustrate  the  development  of  such  a  national  policy 

but  also  could  result  in  actions  that  might  be  inconsistent  with  this 

country's  foreign  and  international  financial  policies.  Given  the 

federal  government's  constitutional  responsibility  for  controlling 

money  and  for  managing  the  international  monetary  affairs  of  the 

nation,  It  seems  clear  that  more  than  an  advisory  federal  role  1* 

desirable. 
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Question  No.  5 

Section  18(b)  of  Che  bill  would  permit  foreign  banks  to 
•et  up  one  or  more  branches  In  any  state,  "notwithstanding  the  laws  of 
that  state."  Considering  the  reluctance  of  some  states  to  permit  on 
Infusion  of  foreign  bank  branches,  would  you  support  a  provision  that 
permits  states  to  ban  foreign  branches  by  adopting  a  statute  for  that 
purpose  within  three  years  subsequent  to  enactment  of  the  Foreign  Bank 
Act? 

Answer;  the  Boa cd  would  not  support  such  a  provision  because 

It  does  not  believe  that  the  States  should  be  allowed  to  prevent  foreign 

bank  entry  in  important  U.  S.  markets  if  the  federal  government  has 

determined  that  such  entry  is  in  the  national  Interest.  There  has 

always  been  a  tradition  in  our  federal  banking  laws  of  not  allowing 

a  State  to  prohibit  the  establishment  within  its  borders  of  federal 

banking  entities  such  as  national  banks  and  Edge  Corporations.  That 

tradition  exists,  at  least  in  part,  to  encourage  the  entrance  of  new 

competitors  in  essentially  local  banking  markets.   Since  U.  S.  banks 

can  establish  branches  or  subsidiaries,  or  both,  in  most  industrialized 

countries  abroad,  foreign  banks  should  be  allowed  to  choose  the  location 

and  form  of  banking  organization  in  the  U.  S.  that  best  serves  their 

purposes  for  entering  the  U.  S.  market.  The  Board  thus  opposes  the 

recognition  of  a  statutory  State  veto  power  on  admission,  but  has  no 

objection  to  giving  the  States  a  consultative  role  with  the  federal 

chartering  authority  prior  to  initial  entry. 
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Why  does  S.  958  place  foreign  bank  branches  and  agencies  under 

the  Bank  Holding  Company  Act  rather  than  establishing  a  separate 

section  applying  similar  but  not  Identical  restrictions  to  branches 
and  agencies T 

Answer]     Focussing  on  the  particular  usefulness,   from  a  regu- 
latory standpoint,   of  defining  s  branch  and  sgency  of  a  foreign  bank 
as  a  "bank"  under  the  Banl.  Holding  Company  Act,  such  a  definition 
accomplishes    the  following:      (1)   no  branch  or  sgency,  whether  Federal 
or  State,  could  be  established  without  Board  approval  under  the 
banking  factors  prescribed  ln|  3(c)  of  the  Act;    (2)  each  branch  and 
agency  would  have  to  become  an  Insured  bank  under  |   3(e)  of  the  Act; 
(3)  branches  and  agencies  would  be  subjected  to  the  culti-srate  pro- 
hibitions of  f  3(d)  of  the  Act;    (4)  any  foreign  bank  with  a  branch 
or  agency  would  be  subject  to  the  nonbankltg  prohibitions  of  |  4 
of  the  Act;    (5)  ss  a  bank  holding  company,   any  foreign  bank  with  s 
branch  or  sgency  would  be  subject  to  the  examination  and  reporting 
requirements  of  the  Act;  and   (6)  any  foreign  bank  with  a  branch  or 
agency  and  any  nonbank  U.S.   subsidiary  thereof  would  be  subject  to 
the  Board's  cease-and-desist  authority.     To  accomplish  all  of  these 
desirable  objectives  through  separate  legislation  would  be  extremely 
difficult  and  more  complex  than  simply  amending   the  Bank  Holding 
Company  Act. 

While   it  hss  been  contended  that  treating  a  branch  or  agency 
as  a  subsidiary  under  the  Bank  Holding  Company  Act  is  a  legal  fiction, 
a  close  examination  of  existing  Stste   laws  governing  branches  and 
agencies  reveals   that  these  offices  are  now  legally  and  operationally 
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treated  as  separate  entitles — they  nunt  keep  separate  books  and 

records  froa  their  parent,  deposit  securities   In  lieu  of  capital, 

maintain  U.S.  assets  in  order  to  cover  their  D.S.    liabilities, 

observe   lending   limit,   usury  and  other   limitations ,   and   in 

New  York,    Illinois  and  Massachusetts,   branches   are  given  the   same 

rights  and  privileges  as  State  subsidiaries.      (See  attached  copy  of 

a  Staff  nemorandum  on  the  legal    framework  of  foreign  bank  operations 

in  the  D.S.  which  discusses  the  State   law  provisions   in  sure  detail.) 

Question  Mo.   7 

Section  12  of  the  bill  provides   that  the  Comptroller  of  the  Cur- 
rency nay  permit  as  many  ss  one-third  of  the  directors  of  a  national 
bank  to  be  foreign  citizens.      Is  the  one-third  limit  high  enough  to 
make  formation  of  a  natloial  bank  subsidiary  an  attractive  alterna- 
tive to  a  state  bank  subsidiary  for  foreign  banks? 

Answer:       The  Board  has  received  no  comments  to  date  froa 
foreign  banks  that  the  one-third  limit  nay  be  too  low.     We  antici- 
pate In  most  circumstance*  that  this   limit  will  prove  satisfactory. 
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FOR  RELEASE   UPON   DELIVERY 

STATEMENT  BY  THE   HONORABLE  STEPHEN   S.    GARDNER 

DEPUTY  SECRETARY  OF  THE   TREASURY 

BEFORE  THE 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 

SENATE  COMMITTEE  ON  BANKING,  HOUSING  AND  URBAN  AFFAIRS 

WEDNESDAY,  JANUARY  28,  1976,  10:00  A.M. 

Mr.  Chairman  and  Members  of  the  Committee: 


To  begin,  I  would  like  to  address  two  general  subjects 
which  bear  importantly  on  our  overall  consideration  of  the 
legislation.  It  is  important  first  to  clarify  the  need  for 
the  legislation  and  second  to  address  the  misunderstanding 
that  frequently  surrounds  concerns  about  reciprocity. 

The  conduct  of  the  business  of  banking  has  been  viewed 
as  an  appropriate  object  of  Federal  regulation  since  the  last 
century.   Domestic  banks  —  that  is,  banks  chartered  in 
this  country  and  owned  and  operated  by  U.S.  citizens  —  have 
always  been  subject  to  a  pervasive  scheme  of  Federal  regulation. 
Recognizing  that  the  existence  of  an  orderly,  sound,  and 
well- integrated  bankfcg  structure  is  essential  to  the  proper 
functions  of  our  economy,  the  Federal  Government's  interest, 
indeed  obligation,  to  regulate  the  banking  function  is  no 
longer  subject  to  question.   Indeed, the  Congress  is  addressing 
questions  concerning  the  efficiency  and  adequacy  of  domestic 
bank  regulation. 

The  present  mechanism  for  regulating  foreign  banking 
in  the  U.S.,  however,  is  not  fully  suited  to  deal  with  the 
demands  of  the  last  quarter  of  the  20th  century.   In  the 
recent  past,  and  particularly  in  the  last  5  years,  the 
proliferation  of  banking  institutions  across  national  lines 
has  not  only  become  an  important  consideration  in  international 
commerce  and  finance  but  also  in  the  individual  national 
economies  of  the  major  industralized  countries  of  the  world. 
The  significance  of  these  developments  have  been  fully 
recognized  by  our  principal  trading  partners,  all  of  which 
thoroughly  regulate  foreign  banking  —  including  the  activities 
of  U.S.  owned  institutions  operating  in  such  countries  — 
at  the  national  level.   In  my  view,  it  is  entirely  appropriate 
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'  own  national  interests  in  a  similar  form 

Let  me  comment  on  the  question  of  reciprocity.   You  will 
probably  hear  testimony  expressing  the  concern  that  imposing 
U.S.  regulation  on  the  activities  of  foreign  banks  in  the  U.S. 
will  encourage  governments  abroad  to  retaliate  with  restrictive 
measures  affecting  the  activities  of  U.S.  owned  institutions. 
I  do  not  think  this  is  supported  by  the  practical  realities 
of  the  marketplace.   All  of  the  countries  in  which  U.S. 
institutions  have  significant  banking  interests  already  regu- 
late the  activities  of  U.S.  banks.   Further,  there  is  nothing 
inconsistent  in  our  treaties  and  trade  agreements  with  the 
prospective  national  oversight  of  foreign  banking  operations 
in  the  U.S.   Banking  is  universally  recognized  as  having  a 
unique  role  in  monetary  and  credit  policies  of  nations  and  any 
specific  objections  of  individual  countries  to  the  present 
bill  will  be  defensible.  This  is  particularly  so  because 
banking  systems  differ  widely  throughout  even  the  industrialized 
world  and  it  would  be  a  futile  and  unproductive  exercise  to 
attempt  to  rationalize  our  U.S.  system  with  those  of  our 
trading  partners.  Given  the  pervasive  regulation  of  foreign 
banks  abroad,  I  do  not  believe  that  the  fear  of  retaliation 
should  be  given  undue  weight  in  this  Committee's  deliberations. 

Let  me  briefly  review  the  important  aspects  of  foreign 
bank  operations  here  that  I  think  are  relevant  to  your  con- 
sideration of  the  bill.   Foreign  banking  institutions  generally 
conduct  their  operations  in  the  United  States  in  one  of  two 
forms;   (1)  as  a  separate  subsidiary  banking  entity  chartered 
by  a  state,  or  (2)  as  a  branch  or  agency  of  a  foreign-chartered 
bank  again  approved  by  state  banking  authorities.   Technically, 
a  foreign  bank  could  own  a  United  States  national  bank. 
However,  because,  all  national  bank  directors  must  be  United 
States  citizens,  foreign  bank  entry  through  the  national  bank 
route  has  not  been  an  attractive  alternative.   Accordingly, 
the  two  banking  forms  I  have  described  are  the  primary  ones. 
Of  the  two  forms,  the  most  important  foreign  bank  operations 
here  are  now  conducted  through  branches  or  agencies  and  are 
therefore  not  subject  to  Federal  regulation.   It  is  primarily 
these  activities  which  the  legislation  before  us  addresses. 


that  all  new  foreign  bank  entries  in  the  U.S.  in 
the  future  should  be  subject  to  a  uniform  Federal 
entry  requirement; 
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—  that  the  U.S.  operations  of  all  foreign  banks  should 
be  subject  to  Federal  supervision  and  regulation 

and  the  operations  of  foreign  banks  of  a  certain  size 
should  be  subject  to  the  FRB's  monetary  and 
credit  control  authority; 

—  that  foreign  banks  should  prospectively  be  subject 
to  the  sane  limitations  as  domestic  banks  regarding 
non-banking  activities  and  multi-state-operations; 


Pour  principal  statutory  changes  are  employed  to 
accomplish  these  objectives.      First,   the  Bank  Holding  Company 
Act  of  1956  ~  which  defines  every  "company"  which  controls  a 
"bank"   as  a  "bank  holding  company"  would  be  amended  to  define 
branches  and  agencies  of  foreign  banks    (but  not  of  domestic 
banks)    as  "banks"    for  purposes  of  the  Act.      Existing  multi- 
state  operations  and  securities  affiliates  which  would  other- 
wise be  prohibited  under  the  Act  would  be  grandfathered. 

Second,   existing  law  would  be  amended  to  require  that  any 
branch,  agency  or  subsidiary  of  a  foreign  bank  having  world- 
wide banking  assets  in  excess  of  $500,000,000  become  a  member 
bank  of  the  Federal  Reserve  System. 

Third,  the  Rational  Bank  Act  would  be  amended  to  empower 
the  Comptroller  of  the  Currency  to  grant  a  certificate  of 
authority  to  a  foreign-owned  branch  to  operate  as  a  "Federal" 
branch,  with  powers  comparable  to  those  of  a  national  bank, 
irrespective  of  whether  the  laws  of  the  state  in 'Which  the 
foreign-owned  branch  would  be  located  prohibit  or  regulate 
entry  of  the  foreign-owned  banks. 


Fourth,   the  bill  would  create  a  new  legal  requirement  that 
a   foreign  bank   seeking   to   establish   a   state-chartered  banking 
operation   first  obtain  a   Federal  banking   license   from  the 
Comptroller  of  the  Currency,   acting  with  the  approval  of  the 
Secretary  of  the  Treasury.      In  reviewing  applications   for 
licenses,    the  Secretary  would  be  required  to  take  into  account 
the  views  of  the  Comptroller,    the  Federal   Reserve  Board,   and 
the  Department  of  State. 
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In  assessing  the  possible  attitudes  of  foreign  nations 
toward  the  provisions  of  the  bill,  it  may  be  useful  to  look 
at  the  ways  major  foreign  nations  presently  regulate  foreign 

Last  summer,  the  Treasury  and  State  Departments  asked  U.S. 
Embassies  in  several  major  countries  whose  banks  operate  in 
the  United  States  to  report  on  host  government  regulation  of 
U.S.  and  third  country  banks.  This  information  on  foreign 
bank  regulation  in  several  other  countries  was  compiled  into 
a  detailed  report,  which  I  am  submitting  to  this  subcommittee 
for  use  in  the  Subcommittee's  deliberations  on  the  bill. 

Let  me  outline  for  you  the  major  findings  of  our  study. 

Basically,  we  found  that  host  governments  seem  to  follow 
policies  of  national  treatment,  or  nondiscrimination,  toward 
U.S.  and  other  foreign  banks.  This  policy  of  nondiscrimination 
is  reflected  both  in  laws  and  regulations  and  in  administrative 
practices.   The  most  noteworthy  departures  from  national  treat- 
ment as  reported  by  U.S.  Embassies  arei   (1)  the  inability  of 
U.S.  bank's  in  the  United  Kingdom  to  use  the  rediscount  facility 
of  the  Bank  of  England  or  to  have  sterling  paper  qualify  as  an 
asset  under  Bank  of  England  reserve  requirements)  and  (2)  the 
need  to  obtain  work  permits  to  bring  foreign  management  and  - 
staff  into  several  countries,  primarily  Italy,  Prance  and 
Switzerland.  Furthermore,  while  host  governments  do  permit 
foreign  banks  to  enter  retail  banking,  we  learned  that  both 
the  authorities  and  the  indigenous  banking  communities  prefer 
that  foreign  banks  limit  themselves  to  international  and 
wholesale  banking  activities . 

Two  countries,  Italy  and  Switzerland,  have  reciprocity 
requirements  under  which  the  granting  of  licenses  to  establish 
foreign-owned  banks  is  somewhat  contingent  on  the  treatment 
Swiss  banks  or  Italian  banks  receive  in  the  particular  foreign 
country.  The  most  stringent  reciprocity  requirement  is  the 
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Swiss  insistence  on  "mirror"  reciprocity,  whereby,  in  considering 
granting  a  license  to  a  foreign  bank,  the  Swiss  look  at  the 
treatment  of  Swiss  banks  in  the  particular  local  foreign  juris- 
diction where  the  head  office  of  the  applying  foreign  bank  is 
located,  even  if  it  is  a  political  subdivision  such  as  one 
of  our  states. 

It  should  be  noted  in  this  connection  that  the  United 
States  has  been  a  leading  advocate  of  a  liberal  framework 
governing  international  investment  and  has  continually  sought 
to  persuade  other  countries  to  liberalize  their  policies. 
At  our  urging,  the  Organization  for  Economic  Cooperation 
and  Development  Initiated  negotiations  and  is  now  close  to 
agreement  on  guidelines  for  member  countries  on  national 
treatment  for  foreign  investors. 

Moreover,  a  recent  completed  interagency  review  of  foreign 
investment  laws  and  policy  led  the  Administration  to  reconfirm 
our  commitment  to  an  "open  door"  policy  on  foreign  investment. 
The  review  led  to  the  conclusion  that  present  legal  safeguards 
in  this  area  are  adequate  to  protect  U.S.  interests. 

A  key  aspect  of  the  bill  is  the  requirement  of  mandatory 
Federal  Reserve  membership.   As  I  mentioned,  S.  958  would 
require  branches,  agencies  or  subsidiaries  of  foreign  banking 
institutions  with  world-wide  assets  in  excess  of  $500,000,000 
to  become  member  banks  in  the  Federal  Reserve  System.   As 
member  banks,  such  entities  would:   (1)  be  subject  to  super- 
vision and  regulation  by  the  Federal  Reserve,  or  the  Comptroller 
of  the  Currency  in  the  case  of  an  entity  operated  pursuant  to 
a  national  rather  than  state  charter;  (2)  be  subject  to  the 
monetary  and  credit  regulation  of  the  Federal  Reserve  Board; 
and  (3)  enjoy  all  the  privileges  of  membership  in  the  Federal 
Reserve  System,  including  access  to  the  discount  and  emergency 
lending  facilities  of  the  Federal  Reserve  System. 

He  believe  mandatory  membership  is  the  simplest  way  of 
ensuring  that  all  foreign  banks  of  any  significiant  size  are 
uniformaly  subject  to  Federal  supervision  and  regulation  and 
to  the  monetary  and  credit  discipline  of  the  Federal  Reserve 
Board.   As  a  practical  matter,  if  Congress  determines  that  the 
United  States  Government  ought  to  exercise  such  regulatory 
authority  over  foreign  banking  activities,  the  other  aspects 
of  membership,  such  as  access  to  the  discount  window  and 
emergency  lending  facilities,  generally  would  be  desirable 
to  foreign  banks.   Accordingly,  in  view  of  our  conclusion  that 
uniform  Federal  supervision  and  regulation  and  monetary  and 
credit  discipline  of  the  Federal  Reserve  Board  are  desirable 
objectives,  we  support  the  concept  of  mandatory  membership. 
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With  respect  to  mandatory  FDIC  insurance,  the  Bank  Holding 
Company  Act  requires  each  bank  subsidiary  of  a  bank  holding 
company  to  be  insured  by  the  FDIC.   Since  the  bill  would  define 
all  foreign  branches  and  agencies,  as  veil  as  domestically 
chartered  subsidiaries,  -as  "banks"  for  Bank  Holding  Company 
Act  purposes, insurance  would  become  mandatory  for  them  as  well. 

In  considering  the  issue,  we  took  into  account  the  fact 
that  virtually  all  U.S.  banks  are  insured  by  the  FDIC.   sound 
implementation  of  the  insurance  program  requires  that  the  PDIC 
cover  the  entire  banking  system.   With  respect  to  foreign  banks, 
no  special  difficulties  of  insurability  are  presented  if  U.S. 
banking  is  conducted  through  a  separate  corporate  subsidiary. 
However,  when  the  activity  is  conducted  through  a  branch  or 
agency,  that  is,  an  undifferentiated  arm  of  the  parent, 
applying  the  FDIC  requirements  becomes  much  more  difficult. 

After  balancing  the  competing  considerations,  the  Admin- 
istration inter-agency  group  concluded  that  FDIC  insurance 
coverage  for  foreign  branches  and  agencies  should  be  optional. 

A  major  feature  of  the  bill  is  its  imposition  of  uniform 
Federal  entry  requirements  on  foreign  banks.   In  this  regard, 
the  bill  would  require  any  foreign  bank  seeking  to  engage  in 
banking  in  the  U.S.  to  take  three  steps:   (1)  obtain  a 
charter  or  other  operating  authority  from  a  state  or  the 
Comptroller;  (2)  obtain  a  Federal  banking  license  which  must 
be  approved  by  the  Secretary  of  the  Treasury,  after  consulta- 
tion with  the  Secretary  of  State  and  the  Federal  Reserve  Board] 
and  (3)  obtain  the  approval  of  the  Federal  Reserve  Board  to 
become  a  bank  holding  company. 

With  respect  to  these  Federal  entry  requirements,  a  major 
issue,  in  our  view,  was  the  imposition  of  the  following 
prerequisite  to  the  grant  of  a  Federal  banking  license:   that 
the  Secretary  of  the  Treasury  find  that  the  grant  would  not 
"adversely  affect  the  domestic  or  foreign  commerce  of  the 
United  States,  or  would  otherwise  not  be  in  the  interests  of 
the  United  States."   It  can  be  argued  that  such  a  bread, 
"nonbank",  standard  could  be  viewed  as  inconsistent  with  the 
Administration's  recently  reaffirmed  "open  door"  policy  on 
foreign  investment.   However,  any  inconsistency  with  our 
general  foreign  investment  policy  is  mitigated  by  the  special 
status  accorded  banking  both  historically  and  under  our  FCN 
treaties. 
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Finally,  we  believe  that  the  Bank  Holding  Company  Act 
should  not  be  used  as  a  device  for  the  application  to  foreign 
banks  of  certain  substantive  provisions  embodied  in  that  Act. 

In  our  view,  this  approach  invites  confusion  in  the  law 
which  outweighs  the  burden  of  the  additional  drafting  that 
might  be  involved  in  writing  substantive  statutory  provisions 
specifically  applicable  to  foreign  banks, which  are  consistent 
with  the  rules  applicable  to  U.S.  Banks. 

In  sum,  it  is  our  view  that  the  bill  provides  an 
excellent  basis  for  effective  and  uniform  Federal  control  over 
foreign  bank  operations  in  the  United  States.   We  do  believe 
that  the  modifications  that  we  have  recommended  would  be  in 
the  best  interests  of  the  United  States  domestic  banking 
system  as  well  as  in  our  international  interest  in  maintaining 
a  hospitable  overseas  climate  for  United  States  banks.  He  look 
forward  to  working  with  the  Committee  in  the  final  development 
of  this  important  legislation. 


!y  Google 


Embassy  Survey  by  the  Departments  of  Treasury  and  State  of  the  Laws, 
Regulations,  and  Practices  of  Selected  Foreign  Countries  Pertaining  to 
Activities    of   United    States   and   Third   Country    Barks — 1975 


3  of  continuing  Interest  in  the  matter  of  reciprocity  in  international 
banking,  the  Treasury  and  State  Departments  last  year  and  again  in  July 
1975  asked  U.S.  Embassies  in  major  countries  in  which  foreign  banks  oper- 
ating in  the  U.S.  have  bead  offices  to  report  on  host  governments'  laws,  reg- 
ulations and  practices  respecting  foreign  banks  and  whether  U.S.  banks  were 
at  a  comparative  disadvantage  vis-a-vis  either  domestic  banks  or  banks  of 
any  third  country.  The  Embassies  were  also  asked  to  report  whether,  in  the 
aggregate,  the  managers  of  U.S.  bank  offices  in  their  countries  considered 
themselves  materially  disadvantaged  by  the  laws,  regulations  and  practices 
of  the  host  country. 

The  following  sections  summarize  on  a  country-by-country  basis  the  replies 
received  from  U.S.  Embassies.  They  Indicate  not  only  the  direct  controls  of 
the  foreign  banking  authorities,  but  also  indirect  controls  such  as  restrictions 
on  the  Introduction  of  foreign  management  or  staff,  location,  method  of  pub- 
licity, etc.  These  sections  also  indicate  the  extent  to  which  foreign  owned 
banks  may  engage  in  the  securities  business,  consumer  financing,  and  nonbank 
financial  and  nonfinanclal  activities. 

Basically,  host  governments  seem  to  follow  policies  of  nondiscrimination,  or 
national  treatment,  toward  U.S.  and  other  foreign  banks.  This  nondiscrimina- 
tion is  found  both  in  laws  and  regulations  and  in  administrative  practices. 
The  most  noteworthy  departures  from  national  treatment  reported  by  Em- 
bassies are:  (1)  the  Inability  of  U.S.  banks  in  the  United  Kingdom  to  use  the 
rediscount  facility  of  the  Bank  of  England  or  to  have  sterling  paper  qualify 
as  an  asset  under  the  Bank  of  England  reserve  requirements;  and  (2)  re- 
strictions on  the  importation  of  foreign  management  and  staff  by  several 
countries,  primarily  Italy,  France  and  Switzerland.  While  none  of  these  coun- 
tries has  prevented  foreign  banks  from  entering  Into  competition  with  In- 
digenous banks  in  retail  banking,  there  does  seem  to  be  a  tendency  for  host 
governments  and  the  indigenous  hanking  communities  to  consider  that  foreign 
bank  should  limit  themselves  to  international  and  wholesale  banking  activities. 

Although  most  countries  surveyed  have  no  formal  or  informal  reciprocity 
requirements,  Italy  and  Switzerland  do  have  such  requirements.  The  most 
stringent  requirement  is  the  Swiss  Insistence  on  "mirror"  reciprocity  between 
Switzerland  and  the  foreign  jurisdiction  where  the  head  office  of  a  foreign 
bank  Is  located. 

Domestic  and  foreign  banks  in  France  are  subject  to  uniform,  national  bank- 
ing and  credit  regulations.  Thus,  regulations  concerning  sound  banking  prac- 
tices are  administered  by  a  Bank  Control  Commission.  Requirements  furthering 
national  credit  policy,  such  as  reserve  deposit  requirements,  are  laid  down  by 
decrees  of  the  National  Credit  Council  and  administered  by  the  Bank  of 
France.  Furthermore,  bank  requirements  to  administered  exchange  control  reg- 
ulations are  determined  by  the  Finance  Ministry  and  administered  by  the 
Bank  of  France. 

There  are  no  provisions  in  published  banking  and  credit  regulations  which 
apply  exclusively  to  either  foreign  or  domestic  banks  or  which  discriminate 
against  foreign  banks.  Of  course,  uniform  provisions  can  have  a  differing  Im- 
pact depending  on  the  profile  of  a  bank  and  its  relative  concentration  in 
various  activities.  For  exnmple,  for  a  time  France  required  that  banks  deposit 
nonlnterest  bearing  reserves  at  the  central  bank  equal  to  100  percent  of  all 
additional  nonresident  deposits.  This  regulation  fell  more  heavily  on  banks 
that  wanted  to  increase  their  nonresident  deposits  and  may  have  affected  for- 
eign banks  more  severely  than  Indigenous  banks  because  of  their  greater  in- 
terest in  nonresident  deposits.  However,  the  regulation's  intent  was  to  control 
the  payments'  inflows,  not  to  discriminate  against  any  particular  bank  cate- 
gory. 

U.S.  banks  In  France  may  enter  nonbank  activities,  such  as  consumer  finance 
and  securities  counselling,  without  apparent  difficulty.  Moreover,  U.S.  banks 
could  be  licensed  to  deal  in  securities  under  French  law. 
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The  French  government  maintains  a  liberal  licensing  policy  on  the  establish- 
ment of  branches  and  subsidiaries  of  foreign  banks,  U.S.  banks  tbat  have 
entered  France  recently  say  they  have  found  the  administrative  requirements 
to  be  neither  onerous  nor  unreasonable.  In  fact,  French  authorities  have  made 
special  exemptions  from  the  application  of  the  credit  ceilings  for  new  entrants, 
including  foreign  branches,  and  they  are  allowed  to  use  their  initial  capitaliza- 
tion as  a  base  since  a  calculation  based  on  outstanding  loans  during  the  base 
period  would  have  been  de  facto  discrimination.  U.S.  banks  report  no  difficulty 
In  establishing  additional  branches  as  they  desire,  without  restrictions  on 
location,  concentration,  etc.  Although  there  is  still  a  law  on  the  books  limiting 
new  branches  to  locations  where  there  Is  "economic  need,"  enforcement  ap- 
parently has  been  allowed  to  lapse.  Also,  U.S.  banks  report  no  difficulty  in 
getting  necessary  work  permits  for  foreign  staff. 

However,  foreign  banks  seeking  establishment  In  France  are  subject  to 
French  over-all  controls  on  foreign  investment  and  foreign-exchange  activities. 

U.S.  banks  in  France  report  that  French  authorities  are  even-handed  in 
administering  admittedly  strict  and  detailed  regulations.  Some  U.S.  bankers 
perceive  a  difference  between  the  way  U.S.  and  French  banks,  particularly 
the  large  nationalized  banks,  approach  the  regulations.  These  bankers  report 
that  U.S.  banks  consider  themselves  "guests  In  France,"  and  may  be  more 
scrupulous  in  following  the  regulations  than  the  French  banks  themselves. 


American  banks  are  freely  licensed  in  the  Federal  Republic  of  Germany  and 
there  Is  virtually  no  discrimination  against  them.  They  are  subject  to  the  gen- 
eral provisions  of  the  German  Banking  Law  and  also  to  a  few  special  pro- 
visions for  foreign  bank  branches  outlined  below. 

All  credit  institutions  are  licensed  by  the  German  Banking  Supervisory 
Authority  which  has  the  authority  to  restrict  the  license  of  a  credit  institution 
to  certain  parts  of  the  banking  business  or  make  its  licensing  dependent  on 
conditions  designed  to  further  the  objectives  of  the  German  Banking  Law. 
The  discretion  of  the  Supervisory  Authority  is  limited,  however.  It  can  denv 
a  banking  license  only  if:  (1)  the  applicant  institution  does  not  have  sufficient 
resources  and  particularly  sufficient  paid  in  capital  within  the  FRG,  (2)  the 
manager  of  the  Institution  does  not  have  the  necessary  qualifications  and  ex- 
perience or  cannot  be  considered  as  trustworthy  (paras  32  and  53  of  the  Ger- 
man Banking  Law) . 

Once  licensed,  a  bank  is  required  to  submit  periodic  reports  to  the  Banking 
Supervisory  Authority  and  Is  subject  to  audits. 

In  addition  to  supervision  by  the  Banking  Supervisory  Authority,  all  Ger- 
man banks,  including  foreign  banks  established  in  Germany,  are  also  required 
to  submit  reports  and  statistics  to  the  Central  Bank  and  maintain  minimum 
reserves  with  It.  In  turn  they  are  eligible  to  discount  paper  with  the  Central 
Bank  at  discount  and  Lombard  rates  and  within  ceilings  determined  by  the 
Central  Bank. 

All  of  the  above  regulations  apply  equally  to  German  banks  as  well  as  to 
affiliates  and  subsidiaries  of  foreign  banks  In  Germany.  There  are  no  special 
laws  or  procedures  applying  only  to  the  latter  group.  The  only  special  pro- 
vision of  German  law  applying  to  foreign  banks  is  para  53  of  the  German 
Banking  Law  whicb  deals  with  branches  of  foreign  banks  and  provides  that 
for  the  purpose  of  German  banking  laws  and  regulations  such  branches  are 
considered  independent  credit  institutions.  The  paragraph  further  requires 
that  such  branches  be  headed  by  a  manager  living  within  the  borders  of  the 
FRG  and  authorized  to  represent  the  parent  institution  in  all  operations  of 
the  German  branch.  It  also  provides  for  keeping  records  of  the  branch  activi- 
ties separate  from  those  of  its  parents  and  that  for  purposes  of  German  reg- 
ulations (such  as  capital  /balance  sheet  ratios)  the  working  capital  made  avail- 
able to  the  branch  by  its  parent  as  well  as  earnings  retained  in  the  branch 
are  to  be  considered  liable  capital.  Finally,  para  53  of  the  German  Banking 
Law  stipulates  that  if  a  foreign  bank  maintains  more  than  one  branch  in  the 
FRG,  each  branch  is  to  be  considered  one  l>ank  for  purposes  of  German  regula- 
tions and  that  the  opening  of  any  additional  branch  by  a  foreign  bank  already 
maintaining  one  or  more  branches  in  the  FRG  shall  require  a  new  license  and 
that  the  license  for  the  establishment  of  a  foreign  branch  may  be  denied  among 
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other  things  on  the  grounds  that  the  branch  is  not  Justified  by  the  needs  of  the 
German  economy.  The  underlined  provisions  are  the  only  parts  of  German 
law  that  discriminate  against  foreign  banks.  The  discrimination  is  twofold: 
(1)  a  German  bank  does  not  require  a  license  to  establish  additional  branches 
anywhere  in  the  FRG  and  (2)  the  application  for  a  license  by  a  German  bank 
cannot  be  denied  on  the  grounds  of  a  lack  of  economic  need  for  it.  In  practice, 
however,  American  banks  have  not  suffered  substantial  discrimination  from 
these  provisions.  We  are  not  aware  of  any  applications  for  the  establishment 
of  additional  branches  by  an  American  bank  which  in  the  end  has  been  denied 
by  the  German  Banking  Supervisory  Authority  or  of  any  application  for  the 
establishment  of  a  branch  denied  on  the  grounds  of  lack  of  economic  need  (in 
iiddition,  there  is  a  question  whether  such  a  denial,  if  it  ever  should  occur, 
would  not  violate  the  non -discrimination  provisions  of  the  German-American 
Treaty  of  Friendship,  Commerce  and  Navigation  and  could  be  successfully 
fought  on  those  grounds) . 

Similarly,  American  banks  generally  have  found  the  German  Authorities 
to  be  non-discriminatory  in  exereising  what  relatively  little  descretion  they 
have  in  the  bank  licensing  process.  The  Banking  Supervisory  Authority  usually 
has  insisted  that  part  of  top  management  (but  not  necessarily  the  top  manager 
himself)  should  be  German  speaking  and  have  some  years  of  German  banking 
experience.  Also  tbe  granting  of  a  license  sometimes  is  made  conditional  on 
Land  Central  Bank  approval  of  the  names  of  other  key  employees — such  as 
the  foreign  exchange  dealer.  Recently,  Joining  a  voluntary  deposit  insurance 
scheme  apparently  has  also  been  made  a  condition  of  some  licenses.  But  as 
far  as  we  are  aware  none  of  these  conditions  lias  ever  been  used  to  discourage 
or  prevent  the  establishment  of  an  American  bank.  American  banks  are  gen- 
erally licensed  for  all  aspects  of  the  banking  business,  including  the  investment 
underwriting  and  brokerage  business  (In  which,  however,  they  generally  do 
not  engage  for  reasons  unconnected  with  German  regulations). 

American  banks  in  Germany,  being  largely  money  market  banks  without  a 
large  savings  or  deposit  base,  have  been  hit  particularly  hard  by  the  tight 
money  policies  of  the  last  year  or  so.  They  have  also  been  particularly  affected 
by  recent  German  capital  controls  (now  expired)  which  limited  their  access 
to  money  infusions  from  their  parents  and  by  changes  In  Bundesbank  redis- 
count policies.  In  addition,  they  have  encountered  distinct  coolness,  but  not 
legal  resistance,  by  the  German  Authorities  to  their  endeavors  to  enter  more 
widely  into  the  retail  banking  and  installment  credit  business.  But  apart  from 
the  kind  of  friction  occasionally  inevitable  between  the  regulated  and  the 
regulatory  agency,  American  banks  in  Germany  generally  feel  that  their  treat- 
ment continues  to  be  fair  and  non-discriminatory. 

Foreign  banks  seeking  establishment  or  already  operating  in  Italy  receive 
both  de  Jure  and  de  facto  national  treatment.  If  anything,  they  may  be  accorded 
somewhat  more  favorable  treatment  than  Italian  banks,  since  the  Bank  of 
Italy  recognizes  operational  differences  between  foreign  and  indigenous  banks 
and  attempts  to  apply  banking  regulations  flexibly  to  take  these  differences 
into  account.  For  example,  Italian  banks'  loan  operations  normally  are  limited 
to  the  geographic  region  in  which  they  are  located,  while  at  least  some  U.S. 
banks  have  waivers  to  permit  them  freely  to  serve  American  business  through- 
out Italy.  Also,  the  application  of  credit  controls  to  foreign  banks  takes  into 
account  that  most  foreign  bank  funds  are  obtained  from  interbank  borrowing 
rather  than  from  domestic  demand  deposits. 

Under  Italian  Banking  Law,  the  establishment  and  operation  of  all  short- 
term  credit  institutions  in  Italy  come  under  the  control  of  the  Bank  of  Italy. 
Neither  in  law  nor  In  practice  is  a  distinction  made  between  foreign  and  Italian 
banks,  nor  between  U.S.  banks  and  other  foreign  banks. 

With  respect  to  indirect  controls  over  foreign  banking,  banks  must  obtain 
work  permits  for  foreign  workers  and  approval  is  granted  only  in  cases  where 
an  Italian  cannot  fill  the  position.  In  practice,  U.S.  banks  have  been  permitted 
to  fill  high  management  positions  with  foreigners.  No  legal  limits  are  im- 
posed on  bank  location  or  on  publicity.  At  present,  the  issuance  of  new  licenses 
to  foreign  and  Italian  interests  is  rather  restricted  to  avoid  overbanking. 

The  Bank  of  Italy  exercises  exclusive  control  over  the  banking  system,  and 
local  governments  have  no  specific  authority  in  bank  regulation. 
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Both  Italian  and  foreign  commercial  banks  may  buy  and  sell  stock  through 
authorized  stockbrokers,  on  stock  exchanges,  or  by  trading  directly  among 
themselves.  Banks  may  extend  consumer  credit,  provided  longer-term  credit 
does  not  exceed  8  percent  of  total  deposits.  Although  banks  may  invest  in 
equities,  they  are  not  allowed  ordinarily  to  bold  such  shares  for  purpose  of 
management  and  control  in  order  to  restrict  banks'  operations  to  financial 
activities  and  to  prohibit  activities  in  nonflnancial  areas. 

Article  2  of  Royal  Decree  1620  of  September  4,  1918,  reconfirmed  in  the 
Banking  Law,  provides  tbat  in  considerating  requests  by  foreign  banks  to 
establish  in  Italy,  the  treatment  Italian  banks  receive  In  the  country  of  the 
foreign  bank  will  be  taken  iuto  account.  While  generally  the  Bank  of  Italy 
approaches  reciprocity  on  a  national  basis,  avoiding  inquiry  into  situations 
where  dual  banking  exists,  as  in  the  United  States,  there  have  been  cases  where 
the  absence  of  reciprocity  in  some  U.S.  States  has  impeded  or  delayed  the 
granting  of  a  license  to  U.S.  banks  in  Italy. 


Since  July  1,  1969,  foreign-controlled  banks  in  Switzerland  (whether 
branches,  subsidiaries,  or  involving  foreign  participation)  have  bad  to  obtain 
the  permission  of  the  Swiss  Bank  Commission  before  establishment  and  are 
subject  to  various  regulations.  Since  1971,  a  basic  factor  considered  in  appli- 
cations for  establishment  has  been  whether  the  foreign  jurisdiction  In  which 
the  head  office  of  the  foreign  hank  is  located  makes  available  to  Swiss  banks 
reciprocal  establishment  and  operating  opportunities.  The  reciprocity  concept, 
critical  in  Swiss  decisions  on  the  approval  of  the  application  of  foreigners  to 
establish  banks  in  Switzerland,  is  intended  to  insure  tbat  Swiss  banks  are 
not  suhject  to  materially  more  limiting  provisions  in  the  foreign  country  than 
are  imposed  on  foreign  banks  in  Switzerland.  The  object  is  to  establish  "mirror" 
reciprocity  over  banks  between  Switzerland  and  foreign  jurisdictions,  as  a 
means  of  undercutting  the  Swiss  Bankers'  contention  that  the  Swiss  Federal 
authorities  have  been  overly  libera!  in  permitting  the  establishment  of  foreign 
banks  in  Switzerland  and  to  improve  Swiss  bargaining  position  with  authorities 
in  countries  where  Swiss  banks  have  been  attempting  to  establish  banks,  e.g. 
Japan.  Both  Swiss  and  U.S.  bankers  in  Switzerland  have  reported  that  enact- 
ment of  U.S.  legislation  on  foreign  banks  will  cause  the  Swiss  authorities 
to  reevaluate  their  attitude  toward  U.S.  banks,  to  insure  that  the  reciprocity 
principle  is  not  violated. 

Since  the  reciprocity  provision  was  added  to  Swiss  banking  law  in  1971, 
U.S.  banks  seeking  permission  to  establish  in  Switzerland  reportedly  have 
encountered  growing  difficulties  in  meeting  the  reciprocity  principle,  because 
of  the  laws  and  regulations  of  the  states  in  which  their  head  offices  are  located. 
Other  problems  have  involved  work  permits  for  foreign  ]>ersonnel,  difficulties 
in  establishing  a  credit  base  and  complying  witli  the  credit  restrictions  im- 
posed by  the  Swiss  National  Bank  as  part  of  overall  monetary  policy  and 
easing  the  real  or  imagined  fears  of  Swiss  officials  and  Swiss  bankers  re- 
garding the  impact  of  foreign  banks  on  competition  in  the  Swiss  market. 

The  most  significant  recent  developments  for  foreign  banks  in  Switzerland 
have  been  (a)  the  promulgation  in  September  1973  of  Batik  Commission  reg- 
ulations, taking  effect  fully  at  the  end  of  1974,  affecting  the  capital  adequacy 
requirement,  balance  sheets,  etc.,  of  foreign  branches ;  and  (b|  the  membership 
of  some  U.S.  banks  (both  branches  and  subsidiaries)  in  the  Swiss  Bankers 
Association,  suhject  to  a  reservation  clause  with  respect  to  signing  conventions, 
etc.  which  might  cause  problems  under  U.S.  antitrust  law.  Also,  some  U.S. 
banks  recently  have  joined  the  Association  of  Foreign  Banks  In  Switzerland. 

Pursuant  to  a  gentlemen's  agreement  with  the  Swiss  Bankers  Association, 
foreign  financial  institutions  in  Switzerland  may  not  engage  directly  in  do- 
mestic securities  business,  hut  must  ileal  through  a  Swiss  institution.  Entry 
to  local  stock  exchanges  is  tightly  controlled  by  rules  of  the  exchanges. 

Although  foreign  bank  entry  falls  under  Federal  jurisdiction,  the  Swiss  con- 
federal system  gives  great  autonomy  to  cantonal  governments.  Depending  upon 
local  conditions  and  the  intensity  of  local  competition  in  hanking,  foreign  bank 
entry  may  be  a  laborious  and  time  consuming  process  even  after  the  Swiss 
Bank  Commission  has  approved  establishment.  Also,  at  least  in  the  first  in- 
stance, the  cantonal  authorities  control  the  issuance  of  foreign  lahor  and  other 
permits  essential  to  doing  business.  Thus,  foreign  banks  geeking  to  establish 
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UNITED  KINGDOM 

U.K.  banking  operations  are  divided  roughly  into  two  parts — (1)  domestic- 
sterling  and  (2)  Inter  national-Eurocurrency — separated  by  an  exchange  con- 
trol wall.  In  general,  U.S.  banks  consider  that  they  are  not  at  a  competitive 
disadvantage  Id  terms  of  Eurocurrency  operations,  but  that  a  few  administra- 
tive regulations  place  them  at  a  competitive  disadvantage  in  domestic  oper- 
ations vis-a-vis  U.K.   banks  and  certain   third  country   banks. 

In  granting  "authorized  bank"  status  to  a  foreign  branch,  the  Bank  of 
England  uses  administrative  discretion.  It  considers  the  foreign  bank's  repu- 
tation, balance  sheet,  and  assets  which,  according  to  an  informal  rule,  must 
amount  to  31  billion. 

In  addition,  the  applicant  Is  asked  who  its  U.K.  friends  are,  I.e.,  which  of  the 
major  U.K.  clearing  and  merchant  banks  are  willing  to  speak  up  on  its  behalf 
and  will  do  business  with  it ;  whether  it  will  bring  in  its  own  International 
business ;  and  why  it  feels_  it  can  carry  out  these  transactions  more  economically 
in  London  than  elsewhere.  If  the  bank  is  setting  up  in  London  simply  for 
prestige  purposes  or  in  hopes  of  picking  up  business,  rather  than  bringing 
in  new  business,  it  is  likely  that  the  Bank  of  England  will  not  grant  it  au- 
thorized status  and  might  Instead  encourage  the  establishment  of  a  repre- 
sentative office  or  a  consortium  operation. 

Applicants  denied  authorized  bank  status  by  the  Bank  of  England  are  pro- 
hibited from  dealing  In  International  currencies  and  from  implementing  cer- 
tain types  of  exchange  control  transactions.  As  a  result,  foreign  currency  oper- 
ations then  involve  the  added  cost  of  commission  charges. 

Although  the  overwhelming  majority  of  U.S.  banks  in  London  fall  under 
the  jurisdiction  of  the  Bank  of  England,  there  are  many  fringe  banking  oper- 
ations whose  activities  are  covered  by  the  Department  of  Trade,  formerly  the 
Board  of  Trade.  These  are  the  so-called  Section  123  banks.  Only  one  U.S.  bank 
is  shown  to  have  established  under  Section  123,  after  being  refused  permission 
by  the  Bank  of  England  to  become  an  authorized  bank. 

U.S.  bankers  mention  the  following  competitive  disadvantages  is  doing  do- 
mestic business  In  the  United  Kingdom. 

1.  Sterling  paper  that  is  issued  or  accepted  by  U.S.  and  certain  Other  foreign 
hanks  cannot  be  rediscounted  with  the  Bank  of  England  or  counted  for  reserve 
asset  purposes.  The  Bank  of  England  contends  that  it  cannot  accept  for  re- 
discount the  paper  issued  by  bank  (a)  whose  home  offices  are  not  in  the  United 
Kingdom  and  <b)  which  are  not  subject  to  the  policy  directives  of  the  Bank 
of  England  or  which  could  be  subjected  to  differing  central  bank  directives. 

2.  Export  credits  made  by  U.S.  banks  guaranteed  by  the  Export  Credits 
Guarantee  Department  are  also  Ineligible  for  rediscount  at  the  Bank  of  Eng- 
land. Such  paper  issued  by  the  clearing  banks  and  U.K.  merchant  banks  can  be 
rediscounted  automatically  at  the  Bank  of  England  once  a  certain  limit  is 
reached. 

3.  U.S.  and  some  other  foreign  banks  cannot  accept  certain  deposits  made 
by  building  societies  and  other  protected  financial  institutions,  presumably 
because  they  do  not  offer  full  banking  services  through  branches  in  tbe  entire 
country. 

(Certain  British  overseas  and  Commonwealth  banks  are  able  to  benefit  from 
the  privileges  outlined  in  points  1-3  above  because  the  Commonwealth  banks 
for  generations  were  able  to  rediscount  bills  at  the  Bank  of  England  when 
these  institutions  were  run  from  London.  When  the  former  colonies  became 
independent  pre-existing  privileges  were  continued.) 

4.  U.S.  banks  cannot  maintain  a  special  clearing  account  (a  "Z"  account) 
with  the  Bank  of  England.  This  type  account  enables  U.K.  domestic  banks 
dealing  in  tbe  U.K.  gilt-edged  securities  market  to  clear  these  securities  at  the 
Bank  of  England.  However,  only  a  few  major  U.S.  banks  reportedly  are  in- 
convenienced by  inability  to  obtain  such  an  account. 

U.S.  bankers  in  London  complain  less  about  bank  regulations  than  about 
the  U.K.  Inland  Revenue  rules  or  regulations  governing  corporate  and  personal 
taxation.  Banker  complaints  center  on  Inland  Revenue's  requirements  that  a 
profit  be  attributed  to  U.K.  funding  operations  and  also  on  the  recent  Increase 
in  the  U.K.  corporate  tax  rate  from  40  to  52  percent.  As  a  result  of  tax  roles. 
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U.S.  banks  tend  to  book  in  London  only  business  which  Is  attributable  to  the 
United  Kingdom.  Moat  complaints  concern  international  activities  in  the  Euro- 
currency markets  rather  than  domestic  activities  in  the  sterling  market 

No  restrictions  are  known  that  place  authorized  U.S.  banks  at  a  competitive 
disadvantage  with  U.K.  banks  in  terms  of  consumer  financing,  nonbank  activi- 
ties, nonflnancial  activities,  or  In  placing  securities  transactions  through  do- 
mestic brokers. 

Neither  foreign  nor  U.K.  banks  are  members  of  the  London  Stock  Exchange. 
They  place  orders  for  customers  through  U.K.  stockbrokers. 

U.S.  banks  enjoy  a  de  facto  competitive  advantage  over  U.K.  clearing  banks 
in  that  U.K.  clearing  banks  are  unionized  while  U.S.  banks  are  not.  Thus, 
U.S.  banks  may  open  "money  shops,"  essentially  personal  finance  centers,  that 
they  open  on  Saturday  which  U.K.  banks  cannot  because  of  union  opposition. 

The  Bank  of  England  views  reciprocity  requirements  as  anathema  to  its  at- 
tempt to  maintain  London  as  a  primary  center  for  international  finance.  It 
sees  most  benefits  of  an  international  center  accruing  to  the  bost  country,  and 
sees  no  sense  in  requiring  reciprocity,  which  is  believes  could  limit  the  number 
of  foreign  banks  establishing  In  London. 

U.S.  bankers  indicate  that  the  Bank  of  England  is  fair  and  evenhanded  in 
its  treatment  of  U.S.  banks  seeking  authorized  bank  status. 
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THE  DEPUTY  SECRETARY  OF  THE  TREASURY 

m  i7  w 


Dear  Mr.    Chairman: 

This   is   in   response   to  questions   contained   in  your 
letter  of  March  25  concerning  S.958,   the  legislation 
proposed   by  the   Federal   Reserve   Board   to   regulate   foreign 
banking  activities    in   the   United   States. 

1.   The  Administration  believes  it  desirable  to 

establish  a  national  policy  over  foreign  banking 
activities  in  the  United  States  through  enactment 
of  responsible  Federal  legislation.  We  support 
the  general  thrust  of  S.958  and  encourage  its 
enactment.   As  to  questions  of  timing,  we  defer  to 
the  Banking  Committee's  judgment  whether  there 
should  be  a  temporary  delay  in  further  work  on 
S.958,  while  Congress  reconsiders  the  McFadden 
and  Glass-Steagall  Act  prohibitions  applicable 
to  domestic  banks.   However,  should  the  reviews 
of  these  existing  prohibitions  not  be  completed  in 
a  short  time,  we  would  favor  moving  ahead  separately 
with  S.958. 

2S3.   The  Administration  understands  the  concerns  of 
former  FDIC  Chairman  Wille  regarding  potential 
risk  to  the  FDIC  from  insuring  affiliates  of 
foreign  banks  without  having  sufficient  regulatory 
authority  over  the  parent.   He  testified  against 
the  S.958  provision  requiring  that  foreign  banks 
operating  in  the  United  States  obtain  FDIC  insurance 
for  these  U.S.  operations;  instead  we  proposed  that 
optional  FDIC  insurance  be  made  available  to  U.S. 
branches  of  foreign  banks.   The  insurance  requirement 
of  S.958  would  discriminate  against  foreign  banks. 
since  domestically-owned  State  banks  that  are  neither 
members  of  the  Federal  Reserve  System  nor  subsidiaries 
of  bank  holding  companies  are  not  obliged  to  be 
insured.   Furthermore,  that  requirement  would  have 
the  effect  of  forcing  many  foreign  banks  to  establish 
their  U.S.  operations  as  subsidiaries  rather  than 
branches,  because  of  substantial  practical  problems 
involved  in  insuring  branches  of  foreign  banks. 
There  have  been  suggestions  that  the  FDIC's  risk 
could  be  alleviated  by  directing  insurance  requirements 
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at   the   foreign  parent  bank   instead  of   the   U.S. 
affiliate;   however,   this  approach  would  not  be 
satisfactory,   because  it  would  involve  all  of  the 
complications  and  potential  conflicts  of  law 
inherent  in  the  extraterritorial  application  of 
U.S.    law.      One  possible   solution   that  might   be 
studied  is  the  surety- deposit  approach,  whereby  U.S. 
branches  of  foreign  banks  would  set  aside  a  surety 
deposit,  bond,   or  an  equivalent  amount  of  U.S. 
Treasury   bills   with   the  FDIC  to  protect  domestic 
deposits.      We  would   seek   to   insure   that,    in 
conformity  with  our  treaty  obligations,    such  an 
approach  would  not  place   discriminator ily  burdensome 
obligations  on  foreign  branches  already  operating 
in  the  U.S. 

He  do  not  favor  using  the  Bank  Holding  Company  Act 
as  a  vehicle  to  establish  a  Federal  presence  over 
foreign  banking  in  the  United  States.      Instead, 
we  recommend  amending  various  bank  regulatory  laws 
to  bring  U.S.   activities  of  foreign  banks  within 
their  coverage. 

The  Administration  favors  extending  the  dual  banking 
system  to  U.S.  affiliates  of  foreign  banks  by 
providing  Federal  chartering  options.  To  be  consistent 
with  treatment  of  domestically-owned  banks,  it  seems 
desirable  to  place  regulation  of  such  foreign  banks 
in  the  hands  of  the  Comptroller  of  the  Currency  who 
already   regulates   Federally-chartered  domestic  banks . 

While  broker  dealer  affiliates  of  foreign  banks  with 
U.S.   banking  offices   have   increased   their   participa- 
tion  in   domestic   corporate   underwriting*; ,    their 
relative  participation  is  small  and  has  remained 
almost   constant  when   compared   to   the   aggregate   capital 
raised  in  the  corporate  securities  markets    (only 
three   one -hundredths   Of   one   percent) .      According  to 
the  Securities  Industry  Association,    these  broker 
dealer  affiliates   participated   in   $840.5   million 
of  corporate   underwritings   in   the   first  half  of   1975, 
up  from  $823.7  million  in  all  of  1974.     The  absolute 
dollar  increases   in   participations   by   such   firms 
should  be  measured  against  a  proportionately  large 
increase  in  the  overall  amount  of  domestic  corporate 
underwritings  from  $30.3  billion  for  the  full 
year  of   1974   to   $27.9  billion   in  the   first   half  of   1975. 
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We  believe  that  the  Federal  Government  has  a 
legitimate   role  to   play   concerning   foreign 
bank  operations  in  the  United  States,   because 
foreign  banks  are  truly  international  in  scope 
and  because   their   main   domestic   competitors   are 
supervised  already  by  the  Federal  Government. 
Since  the  domestic  competitors  of  foreign  banks 
with  U.S.    operations  may  not  engage  in  multistate 
branching,    an   argument   can  be   made   on   competitive 
grounds  that  in  the  future  all  new  foreign  bank 
operations   in   the   U.S.    should  be   subject   to 
similar  restrictions.      However,    in  applying  such 
future  restrictions,  existing  multistate  operations 
of   foreign   banks   in   the   United  States   should  be 
grandfathered,    since  they  were  established  in  full 
compliance  with  then-existing  laws.      This  is 
consistent  with  the   grandfathering  of  non-conforming 
activities   that  was   provided   far   in   the   Bank  Holding 
Company  Act   of   1956. 

We  believe  the  two  situations  are  not  really 
comparable.   Through  Edge  Act  Corporations  and  loan 
production  offices,  domes tic ally -owned  banks  can 
conduct  certain  operations  in  more  than  one  state. 
But  these  multistate  operations  are  limited  in  scope, 
in  contrast  to  the  full  scale  branching  opportunities 
available  to  foreign  banks  in  certain  States.  A 
purpose  behind  S.958  is  to  limit  the  opportunities 
of  foreign  banks  to  engage  in  such  full  scale 
multistate  branching  to  those  available  to  domestic 
banks,  unless  and  until  a  general  change  in  the  law 
applicable  to  both  is  arrived  at. 

Our  endorsement  of  a  Federal  role  over  U.S.  affiliates 
of  foreign  banks  should  not  be  read  to  imply  that 
State  regulation  is  inadequate.   It  does  reflect  our 
belief  that  foreign  bank  operations  in  the  United  States 
have  implications  for  national,  as  well  as  State 
interests  and  that  therefore  some  Federal  role  is 
desirable. 

We   are   not   aware   of   any  practices   of   foreign  banks 
in  the  United  States  which  might  be  considered  abuses. 
The  cage  for  establishing  a  national  policy  for 
foreign   bank   activities   in   the   U.S.    is   not  based 
upon  any  abuses  of  existing  law;    rather  it  stems 
from  a  desire  to  establish  greater  competitive 
equality  between   foreign-owned   and  domestically-owned 
banks   in   the   U.S. 
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11.  United  States  policy  toward  foreign  investment  in 
this  country  is  not  based  upon  considerations  of 
reciprocity.     We  think  it  inadvisable  to  discriminate 
among   foreign   investors   based   upon   the  policies  of 
their   various   countries   of  origin.      Our   general 
policy  reflects  an  open-door  approach.     We  neither 
impose  special  barriers  to  foreign  investment  in 

the  United  States    (except  for  a  few  long-standing, 
internationally-recognized  restrictions)    nor  offer 
special  incentives  for  such  investment.      Furthermore, 
once  established  here,    foreign  investors  are 
generally  treated  equally  with  domestic  investors, 
that  is,   they  are  accorded  "national  treatment". 

12.  Foreign  banking  activity  in  the  United  States  and 
U.S.   banking  activity  abroad  grew  rapidly  in  the 

past   decade.      Foreign   bank   nssota   in   the   United  States 
increased   from  about   $6.5   billion   at  the   end  of   1966 
to  $64.3  billion  at  the  end  of  1975.     At  the  same 
time,   total  assets  of  foreign  branches  of  U.S.    banks 
grew  from  $12.4  billion  to  $175.9  billion.     Adding 
the  assets  of  foreign  subsidiaries  of  U.S.   banks 
would  raise  the  total  for  end  of  1975  by  $15-20  billion. 
This  growth  in  international  banking  seems  to  have 
been   related   largely   to   the   rapid   growth   in 
international  trade  and  the  need  to  finance  this  trade. 
He  would   assume  that   this   close   relationship  between 
the   growth  of   international   banking  and  of   inter- 
national trade  will  continue.      In  addition,  we  notice 
that  both   in   the   U.S.    and   abroad   there   has   been   some 
movement   of   foreign   banks   into   retail   banking. 

Comments   on  Suggested  Legislative  Approach 

Your   suggested   legislative   approach   to  establish  better 
.Federal   control   over   foreign   banking   in   the   United   States 
is   a  well-reasoned  contribution  which  possesses   many 
similarities  to  S.958.      It  would  open  up  some  opportunities 
now  denied   to   foreign   banks   in   the   United  States   by  establishing 
a  Federal  chartering  alternative  for  foreign  banks  and  by 
making  FDIC   insurance    {apparently   on   an  optional   basis) 
available   to  U.S.    offices   of   foreign   banks.      These  proposals 
are  consistent  with  Administration  views. 

You  also  suggest  that  a  few  additional  regulations  (such 
as  mandatory  Federal  Reserve  reserve  requirements  and 
mandatory  Federal  registration  and  reporting  requirements)  be 
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applied  to  foreign-owned  banks.   Such  regulations  may  be 
justifiable  for  reasons  of  inproving  monetary  and  credit 
control  over  a  growing  sector  of  the  banking  industry. 
However,  it  is  also  possible  that  imposition  of  such  regula- 
tions might  be  perceived  aa  a  discriminatory  action  by  U.S. 
authorities  and  in  some  circumstances  even  a  possible  violation 
of  our  treaties  of  Friendship,  Commerce  and  Navigation.   (We 
are  enclosing  for  your  reference  a  copy  of  a  State  Department 
memorandum  on  treaties  of  Friendship,  Commerce  and  Navigation.) 

Finally,  you  propose  that  multistate  branching  could 
still  be  open  to  foreign  banks  and  that  securities  affiliates 
of  foreign  banks  could  be  frozen  in  place  pending  Congressional 
resolution  of  the  Glass -Steaga 11  issue  for  domestic  banks. 
A  decision  to  allow  foreign  banks  to  continue  to  engage  in 
multistate  branching  when  State  authorities  so  permit  probably 
adds  competition  to  local  banking  markets.  On  the  other  hand, 
it  may  also  give  foreign  banks  something  of  a  competitive 
edge  over  domestic  banks  that  cannot  multistate  branch. 
"Red  flagging"  the  securities  affiliates  of  foreign  banks  to 
prevent  an  expansion  of  operations  pending  resolution  of  the 
Glass-Steagall  issue  is  a  thoughtful  proposal.   However, 
it  has  the  disadvantage  of  creating  substantial  and  fundamental 
uncertainty  for  existing  securities  affiliates  until  the 
domestic  Glass-Steagall  issue  is  finally  resolved. 

With  best  wishes. 

Sincerely  yours, 


The  Honorable 

Thomas  J.  Mclntyre,  Chairman 

Subcommittee   on   Financial    Institutions 

United  States  Senate 

Washington,    D.C.      20510 

Enclosure 
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MEMORANDUM 


Paul  Booker"*, --fie  put  y  Assistant 
Secretary  for  Economic  and  Busine; 
Affairs,  Department  of  State 

iip.  Commerce 


in  commenting  upon  legislation  proposed  by  Congvos! 
or  being  considered  by  the  executive  branch,  the  quest!) 
often  arises  as  to  whether  sue]-,  legislation  is  in  con- 
formity with  the  obligations  of  the  United  States  con- 
tained under  our  numerous  treaties  of  Friendship, 
Commerce  and  Navigation  (FCNs)  .   (A  list  of  those 
countries  with  which  we  have  such  agreements  is  annexed 
hereto) . 

Background  knowledge  on  the  function  End  content 
of  FCNs  in  the  investment  area  would,  we  believe,  be 
useful  in  order  that  comments  on  particular  legislation 
could  be  placed  in  context.   The  i 
certain  emphasis  on  the  banking  a- 
field  with  which  much  recent  legi: 

The  FCN  Treaty 


Lai  FCN  is  designed  to  establish  a: 
'ithin  which  mutually  beneficial 

ive  branch  has  long  regarded  thes; 
'ortant  element  in  promoting  our  n; 
iing  a  strong  world  economy. 


To  the  benefit  of  the  US,  the  treaties  establish 
aprehensive  basis  for  the  protection  of  American 
and  citizens  and  their  business  and  other 
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icnts  <;brt.-5d,  includir,< 

the  right  to  prompt 

u*te  and  effective  come 

ensation  in  the  even 

ationalization.   llovcvf 

r,  the  PC\-  treaties 

one-B.idsd.   Rights  asm 

red  to  Americans  in 

trios  are  also  assured 

in  equivalent  msusur 

Eciroignura  in  this  country. 

From  tho  viewpoint,  of  economic  foreign  policy  one 
goal  of  the;  FCNs  was  the  desire  to  establish  agreed 
lec/ai  conditions  favorable  to  private  investment.   The 
he.-,.rt  of  "modern"  (i.e.,  post  World  War  II)  I-'CN  treaties 
(and  those  with  our  OKCD  partners  ate  generally  of  this 
type)  is  the  provision  relating  to  the  establishment 


and  operation  of  compani* 


divided  into  two  parts:   (1)  the  right  to  establ. 


;  provi  sion  may  be 


s  governed  by  the 

(National  treatment 
"treatment  accorded  wi 


and  acquire  majority  interest: 
territory  of  the  other  party 
"natioi;:..'.  trL-'itreont"  stanza  fa 
is  defined  in  the  treaties  as 

the  territories  of  a  contracting  party  upon  ' 
less  favorable  than  the  treatment  accorded  therein, 
in  lik';;  situations,  to  nations,  companies,  products, 
viiMSi.-liT  or  other  objects,  as  the  case  may  be,  of  such 
party."   The  treaties  generally  also  provide  that 
"National  treatment  accorded  under  the  provisions  of 
the  present  Treaty  to  companies  of  [country]  shall, 
in  any  State,  Territory  or  possession  of  the  United 
States  of  America,  be  the  treatment  accorded  therein 
to  companies  created  or  organized  in  other  States, 
Territories,  and  possessions  of  the  United  States  of 
America. ") 

(2)  the  "controlled"  domestic  company  is  itself  assured 
national  treatment,  and  discrimination  against  it  in 
any  way  by  reason  of  its  domination  by  nationals  of 
the  foreign  co-signatory  to  the  FCN  Treaty  is  generally 
forbidden. 

Modern  FCHs  do  exempt  certain  areas  from  the 
"national  treatment"  standard  in  order  to  conform 
with  laws  and/or  policies  in  existence  when  the 
treaties  were  negotiated  and  in  order  not  to  infringe 
upon  other  treaty  obligations  of  the  United  States  or 
our  national  security  interests.   Thus,  the  treaties 
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le  right  of  the  Parties  to  limit  the  extent  to 
ins  may  establish,  acquire  inter est 8  in  or 
enterprises  engaged  within  its  tetritories  in 
t.ions,  air  or  water  transport,  trusts,  exploi- 
tation of  natural  resources  arid  banking  involving 
riopo.'-; t_ory  or  fidijciar_v  functions.   The  Parties  may  not, 
hui.'ov;:r ,  deny  to  ti  am-portation,  communications  or 
banking  companies  the  right  to  maintain  branches  or 
agencies  to  perform  functions  necessary  for  essentially 
international  operations  and  must,  except  insofar  as 
depository  or  fiduciary  functions  for  blinks  are  concernet 
accord  national  treatment  in  connection  with  those 
activities.   In  the  event  that  new  limitations  in 
the  application  of  national  treatment  arc  enacted, 
such  discriminatory  legislation  can  be  applied  only 
with  respect  to  entities  established  after  the  date 
of  the  new  restrictions.   To  the  extent  that  entities 
already  operating  in  the  United  States  enjoy  national 
treatment ,  such  enjoyment  may  not  be  limited  by  any  new 
legislation  which  J  ii-'ct  ■.i:ij.i:;.tt-;;  between  US  and  foreign 
establishments.   Thus,  Lights  to  national  treatment 
that  have  boon  enjoyed  up  to  the  date  the  new  restric- 
tions take  effect  must  be  grandfathered.   No  provision 
of  the  standard  treaty,  however,  precludes  the  imposi- 
tion of  new  regulations  which  apply  equally  to  existing 
den:::: . ic  and  loreign-o'.-.-ned  entities.   The  treaties 
contain  no  "grandfather"  clause  which  would  require 
better  treatment  for  f oreign-owned  establishments  than 
that  accorded  to   enterprises  owned  and  controlled  bv 
United  States  nationals. 

Typical  of  these  key  provisions  is  Article  VII  of 
the  Treaty  of  Friendship,  Commerce  and  Navigation 
between  the  United  States  and  Federal  Republic  of 
Germany  of  October  29,  1954  (TIAS  3593),  which  provides 

1.   Nationals  and  companies  of  either 
Party  shall  be  accorded,  within  the  territories 
of  the  other  Party,  national  treatment  with  respect 
to  engaging  in  sll  types  of  commercial,  industrial, 
financial  and  other  activity  for  gain,  whether 
in  a  dependent  or  an  independent  capacity,  and 
whether  directly  or  by  agent  or  through  the  medium 
of  any  form  of  lawful  juridical  entity.   Accord- 
ingly, such  nationals  and  companies  shall  be 
permitted  within  such  territories:   (a)  to 
establish  and  maintain  branches,  ag.:rcics,  offices. 
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fac Lories  an:l  other  establishments  appropriate 
to  the  conduct  of  their  business;  (b)  to  organise 
companies;  under  the  general  company  laws  of  such 
other  Periy,  and  to  acquire  majority  interests 
in  companies  of  such  other  Party;  and  (c)  to 
control  and  manage  enterprises  which  they  have 
established  or  acquired.   Moreover,  enterprises 
which  they  control,  whether  in  the  form  of 
individual  proprietorships,  companies  or  other- 
wise, shall  in  all  that  relates  to  the  conduct  of 
the  activities  thereof,  be  accorded  treatment  no 
less  favorable  than  that  accorded  like  enterprises 
controlled  by  nal.ior.als  or  companies  of  such 
other  Party. 

2.   Each  Party  reserves  the  right  to  limit 
the  extent  to  which  aliens  may  establish,  acquire 
interests  in,  or  carry  on  enterprises  engaged 
within  its  territories  in  communications,  air 
or  water  transport,  taking  and  administering 
trusts,  bankirg  involving  depository  f  unct.i  ins  , 
or  the  exploitation  of  land  or  other  natural 
resources.   However,  nev  limitations  imposed  by 
either  Party  upon  the  extent  to  which  aliens  are 
accorded  national  treatment,  with  respect  to 
carrying  on  such  activities  within  its  territories, 
shall  not  be  applied  as  against  enterprises  which 
are  engaged  in  such  activities  therein  at  the 
time  such  new  limitations  are  adopted  and  which 
are  owned  or  controlled  by  nationals  or 
companies  of  the  other  Party.   Moreover,  neither 
Party  shall  deny  to  transportation,  communications 
and  banking  companies  of  the  other  Party  the  right 
to  maintain  branches  and  agencies,  in  conformity 
with  the  applicable  laws  and  regulations  to  perform 
functions  necessary  for  essentially  international 
operations  in  which  they  engage. 

See  also  Treaty  of  Friendship,  Commerce  and  Navigation 
between  the  United  States  and  Japan  of  April  2,  1953 
(4  UST  2063),  Article  VHs2;  Treaty  of  Friendship, 
Establishment  and  Navigation  between  the  United  States 
and  Belgium  of  February  21,  1961  (14  UST  1284),  Article 
6:5;  Treaty  of  Friendship,  Commerce  and  Navigation 
between  the  United  States  and  the  Federal  Republic 
of  Germany  (FRG)  of  October  29,  1954  (7  UST  1839), 
Article  VII:2. 
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I  appreciate  thii  opportunity  to  submit  Che  Corporation*! 
S.    958,    94th  Congreaa,    Che   "Foreign  Bank  Act  of   1975." 

Presently,  foreign  bank*  can  operate  in  the  United  States 
domestically  incorporated  hanking  subsidiaries  or  through  dire> 
or  agencies  in  a  few  States  (primarily  New  York,  California,  I 
and  Massachusetts).  To  the  extent  that  a  foreign  bank  chooaea 
in   this   counery   through  domestically   incorporated  banking  sube: 

Bank  Holding  Company  Act  which  govern  the  U.   5.    activities 

bank  holding  companies,   with   limited  exception!  not  here  i 

rtain  nonbanking  activities   permitted  by  Federal   Reaerve 

sued   under   ■action  4(c)(9)   of  chat  Act.      However,    Co  the 

reign  bank  operates   domestically   through  branches  or  age 

banking  organiiadona  —  nainly   in  the   two  tree*  of  operating  office 
in  more    than  one  State  and  being  affiliated  with  companies  engaged    i 

present   law  such   branches   and  agenciea   are  not   defined   as   "bai 
the  Bank  Holding  Company  Act. 

The  bill  would  attempt  to  remedy  this  unequal  regulatory 
of  foreign  and  domestic  banks  by  defining  "bank"  under  the  Bai 
Company  Act  to  include  "branch,"  thus  subjecting  all  domestic 
of  foreign  banka  to  Federal  Reserve  jurisdiction  under  that  A< 
would  also  require  Federal  Reaerve  membership  for  all  1) .  S.  hi 
agenciea  and   subsidiaries   of   foreign  banks  having   total  world- 
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«ould   require    chat   the  deposits  of  a 
of  a   foreign  bank  be   insured  by   the 


-serve  bill   derogates   from  thia  principle  of  equal   national   treatment   by 
iposing  mandatory  Federal   Reserve  membership  and  mandatory  d« 
ion   foreign  banks.      There   is  no  comparable    requirement   under 

■mbera,    nor    is   deposit    insurance   presently   required   for   domestic 

requiring  deposit  insurance  for  domestic  branches  and  agencies  of 
s  bill  departs  further  from  the  principle  of  equal  natioi 
FDIC  cannot  under  either  existing  law  or  the  proposed  b' 
>f  a  branch  of  a  domestic   bank  separately   from  those  of   : 


over,    by 


other 


!    the 


jely  unnecessary.      To  the  extent  "uholeaale"  cust 
the   branches   and  agencies   of   foreign   banks  have 
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Edge  Act   corporation*  owned   by  U.    5.    banking 

in  the  aaae  type  of  business   and  are  not   con 

The   aaae  requirement  would  alto  encourage  euch   branch! 

to  enter  or  expand   their  retail  banking  bu. 

an  option  U.E.-ovned  Edge  Act   corporation* 

if   foreign  bank*  wieh   to  expand   their  oper. 


the   retail   banking   I 
they  prelently  I 


illation,  th< 
t  foreign  ban! 
aidiary   if  thi 

Other  t< 


be  adainiatered 
succei.fully,    Kit 

under   the  itc 


of  U.   S.    . 

head  offi. 


ineaa   with   the   oei 

ted   banking  aubaii 
banka    ia  the  guidii 

through   a  ••] 


ion*  which  engage 


thi a   proposed 


litete  atrongly  against   ineuring  the  deposits 
icici   of   foreign  banka   and    lead  u*   to  the 
.on'*  *upervi»ory  reaponaibilitiea  could  not 
.j,    or   the   trust    fund'*   exposure   contained  a* 
nice  of   audi   branches  end  agencies  —  even 

banking  aubiidiery.      Sow  of   these  comider* 


•  of   the    foreign  b*nk  are  not  uaually  »ubject   to 
,    and  donestic   branch  personnel   eaiential    to 
anaaction*   cen  be   transferred   beyond   the  reach 
e*.      Alio,    eaiential    records  nay  be  kept  et   the 
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(2)  The  domestic  branch  na 
under  foreign  lav  or  to  politics 
fort-inn    government    which    COhfiic 


to  engage   in  buaineai 


t    lack   Of    jurisdiction 
'ad  office   personnel. 

ier   the   law  of   their 
tivitiea  which  would 


King  the   insurance   risk,    such    foreign  activi 


(5)      In  t 


of   insolvency  of   the   foreign   hank,    it    it 

>uld  be  easily  and  quickly   shifted    from 
.   S.  branch  and  out  of  u.   S.   jurisdiction, 

asits  could   be   ahifted   to  the  U.    S.   branch. 
ue    could    substantially    increase-    FDIC's 
exposure    far  beyond  pre-insolvency  estimates. 

!   foreign  bank  might   prevent  FDIC   from  obtaining 
ual   subrogation  of  deposit   claims    it   nonully  gets 
•poaitors  In  failed  u.   5.  banks  before  making  the 
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ineuranc*  peyaent-      Evan   if  adequately  .uhrogated, 
FDIC'e   aggregate  claia   in  tha    failed   bank's   receivership 
a. tat*  might,   be  jeopardized  by   foreign   lava  and   procedure!. 
Creditor,  witli  claim*  against    other  officae   of   the   failed 
bank  —  aapecially  banka  holding  dapoaita  of  tha  U.   S. 
branch  —  could  atteapt  offaata  again.t  aaaata  in  the  U.   S. 
or  aaek  preference!   over  PD1C  baaed  on  foreign   las. 


It  hough   an  elaborate    fraaevork  of  condition,  i 

ipoaed  by   statute   upon  th*    foreign  bank,   preaiai 

content    thereto  aa  a  reault   of    ita   being  pel 

ally,    tha  value  of  auch   requirement,  depend,  uli 

ability    Of    the    U.    S.    Government,    to    physically 


■  ing  q_ 


rictiona  night 

ted  to  operate 

force  auch   raquire- 
gn  banlt'a  doaeat.it 


and/or  obligor,  or  (2)  the  willingn. 
juriedictiona  the  foreign  bank  operai 
Efforts  to  iapoea  requirement,  deaignad 


requirements  of  that  kind  could  b 
■  ach  i.  particularly  limited 
nment   condone,   the   foreign  b 

of   thia   type,    auch  aa   requir 
1   portion  of   ita 


he    presence    in    the 

'atue.     Juat  ohan  auch 
weeka  before  th*   foreign 


rte  to  eecapa  D.   3. 

.apt    to   iapoae  aeeningful 
aeatic  branch   to  maintain 


i   the   cuatody  of  a 
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bank's  operating  through  ■  domestic  branch,  if  deposit  insurance  is  mandatory, 
or  against  opting  foe  insurance,  if  deposit  insurance  for  branches  is  optional 
While  a  substantially  greater  degree  of  domestic  supervision  and  regulati 
might  be  imposed  on  doneatic  branches  of  foreign  banks  if  deposit  insurance  is 
made  available  to  then,  to  do  so  might  restrict  the  branches'  doneatic 

branches  might  become  wholly  inpractical  for  the  foreign  b 
Expense  of  supervision  disproportionate  for  domestic  re; 
Even  with  lose  grant  of  extraterritorial  power  to  II.  S. 
supervisory  authorities  by  foreign  government. ,  legal,  < 
barriers  would  certainly  ariae  to  the  exercise  abroad  of  the  type  of  super- 
vision generally  exercised  by  the  Corporation 

With  respect  to  the  willingneea  of  forei 


eta  in  question.  If  such  governne 
keholder,  a  prior  agreenent  by  the 
es  would  presumably  carry  great  weight.   In  a  liquids 


ik  and    the 


ning  and 


sign   governmen 

a    Co  an 

oroa 

.,..   ...Id   -.1 

d.,..d 

opo.    ,„. 

r   [hi,   of    Its   n 

)   In   In. 

......1.11,  .   d 

lain,.,. 

a.ad 

gn   bank   to   able 

r:    by    U.S 

.-,.,... 

llltlS 
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lthough    10M    D 
y   incorpora 


<   problem   p 


I    fund   Of    insuring    t 


a  the   cm   of 


i    local   retidenCi 


tanks   the   organii 

vine  a  branch  < 

■•■tie  mbaldii 

the  op* rati  on 

,  the  Congrei 


i  thii 


rather 


taking 


f  poraitting 
Lit,  of 

tel J  incorporated 


igh   the   sub. 


aging  a   friendly  rec 
ea   and  agenciea   of  U 
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One  of  the   principal   »■■«■    for   sub 

gn  bunks  to  the  Bank  Holding  Company 
tic  nonbanking  activities  to  thoae  p 
purpoae  could  ba  equally  •*  wall  accomplish*' 
tic  operations  of  foreign  banka  into  the  1 
nd  without  compromiaing  the  goal  of  equal  nati 
oreign  banks  —  by  simply  prohibiting  any 
ivity  through  Ita  domestic  branchae,  age 
any  manner  that  would  not  be  peraiaiible  if  the 
holding  company.  Iheae  prohibitions  could,  we 
ed  by  the  appropriate  Federal  and  State  b 
rly  examine  the  foreign  bank's  domeetic  b 
■idiaries. 

In  cancluaion,    it    is   our  view  that    the  Fed 
:ar  need   for  regulating  foreign   bank  opera 

ing    law  atay*  aa   it    is    for  domestic    banka, 
•nd  Federal   deposit    insurance   should  be  ma 
stic  operations  only  on  an  optional   baeia  and 
llify  for  Federal  depoait  iniuraoce,   i 

ranches  and   agencies   of   foreign  banks   ah 
isit    insurance  without   a   full  ippre 


the   domestic   operations   of 

functionally  to  limit  thei 

for  bank  holding  compan 

—  without  forcing  the 

Holding  Company  Act   mold 


reign  bank  were  a  bank 
ieve,    be  effectively 


tble   to   foreign  bank 
s   foreign  bank 


ide  eligible 
=  Congress 


ial   i 


>uld  e 
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the  future  nonbank  ai 
permissible  for  dosei 
object  to  tho««  prov; 
to  own  Edge  Act  eorp< 
national  bank*  by  rel< 
citizenahip  and  i 


banking    Organic*! 

mi   in  the  bill  sh: 


iki   to   those    that  would   be 
ma.      Like  wile,   we  would  not 
i  would  penit    foreign  banks 
facilitate   their   ownership  of 
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S.  958 


IN  THE  SENATE  OF  THE  UNITED  STATES 

MahCh  5, 1975 
Mr.  Proxuiee  (for  himself,  Mr.  McInttre,  Mr.  Stevenson,  and  Mr.  To  web.) 
(by  request)   introduced  the  following  bill  |  which  was  read  twice  and 
referred  to  the  Committee  on  Banking,  Housing  and  Urban  Affairs 


A  BILL 

To  provide  for  Federal  regulation  of  foreign  banks  establish- 
ing, acquiring,  operating,  or  controlling  banks,  branches,  and 

agencies  in  the  United  States,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Jiepresenta- 

2  lives  of  the  United  States  of  America  in  Congress  assembled, 

3  SHORT  TITLE 

4  Section  1.  This  Act  mny  be  cited  as  the  "Foreign 

5  Bank  Act  of  1975". 

6  AMENDMENTS  TO  THE  BANK  HOLDING  COMPANY 

7  ACT  OF   1958 

8  Sec.  2.  Section  2  of  the  Bank  Holding  Company  Act 

9  of  1956  (12  U.S.C.  1841)  isaniended— 

10  (1)  by  striking  out  "paragraph    (5)"  in  para- 

II 


!y  Google 


254 

1  graph  (1)  of  subsection  (a)  and  inserting  in  lieu  there- 

2  of  "paragraph  (6)"; 

ft  (2)  by  redesignating  paragraphs  (5)  and  (6)  of 
4  subsection  (a)  as  paragraphs  (6)  and  (7),  respec- 
ts lively,  and  by  adding  after  paragraph  (4)  of  subsection 
(i  (a) ,  a  new  paragraph  as  follows: 

7  "(5)   For  the  purposes  of  this  Act,  any  company 

8  which  is  a  foreign  bank  shall  also  be  deemed  to  have 

9  control  over  a  bank,  if  such  bank  is  a  branch  or  agency 

10  of  the  foreign  bank  established  or  operating  under  the 

11  laws  of  the  United  States,  any  State  of  the  Tinted  States, 

12  or  the  District  of  Columbia."; 

13  (3)  by  adding  at  the  end  of  subsection  (b)  the  fol- 

14  lowing  new  sentence:    "'Company   covered   in    1975' 

15  means  a  company  which  becomes  a  bank  holding  com- 

16  pany  as  a  result  of  the  enactment  of  the  Foreign  Bank 

17  Act  of  1975  and  which  would  have  been  a  bank  holding 

18  company  on  December  3,  1974,  if  that  Act  had  been 

19  enacted  on  that  date."; 

20  (4)  by  striking  out  subsection  (c)  and  inserting  in 

21  lieu  thereof  the  following: 

22  "(c)  'Bank'  means  (1)  any  institution  organized  under 
2:t  the  laws  of  the  United  States,  any  State  of  the  United 
24  Slates,  or  the  District  of  Columbia  which  (A)  accepts 
20     deposits    that   the    depositor   has    a   legal   right   to   with- 
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1  draw  on  demand,  and  (fi)  engages  in  the  business  of  making 

2  commercial  loans,  or  (2)  any  branch  or  agency  of  a  foreign 

3  bank  established  or  operating  under  the  laws  of  (he  United 

4  States,  any  State  of  the  United  States,  or  the  District  of 

5  Columbia,  at  which  deposits  are  received,  credit  balances 

6  are  maintained  incident  to  or  arising  out  of  the  exercise  of 

7  commercial  banking  powers,  checks  arc  paid,  money  is  lent, 

8  or  other  commercial  banking  activities  are  performed.  Such 

9  term  does  not  include   (i)  any  organization  operating  under 
1°  section  25  or  section  25(a)  of  the  Federal  Reserve  Act,  or 

11  (ii)  any  company  organized  under  the  laws  of  any  State  of 

12  the  United  States  or  the  District  of  Columbia  which  does  not 

13  do  business  within  the  United  States  except  as  an  incident 
to  its  activities  outside  the  United  States.  'District  Bank' 

"    means  any  bank  organized  or  operating  under  the  Code  of 
■      Law  for  the  District  of  Columbia." ; 

(5)  by  striking  out  "or  (3)"  in  subsection  (d)  and 
inserting  in  lieu  thereof  "  (3) "; 
**  (6)   by  striking  out  the  period  in  subsection    (d) 

20  and  inserting  in  lieu  thereof  the  following:  ";  or   (4) 

if  such  bank  holding  company  either  is  a  foreign  bank 
or  has  a  subsidiary  which  is  a  foreign  bank,  any  branch 
or  agency  of  such  foreign  hank  established  or  operating 
under  the  laws  of  the  United  States,  any  State  of  the 
United  States,  or  the  District  of  Columbia.";  and 
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1  (7)  by  adding  at  the  end  thereof  the  following  new 

2  subsections : 

3  "  (j)  The  term  'foreign  bank'  means  any  company  that 

4  is  organized  or  created  under  the  laws  of  a  foreign  country 

5  and  which  is  principally  engaged  in  the  banking  business 

6  outside  the  United  States.  For  the  purposes  of  this  Act,  this 

7  term  includes,  without  limitation,  foreign  commercial  banks, 

8  foreign  merchant  banks,  and  other  foreign  institutions  which 

9  engage  in  banking  activities  usual  in  connection  with  the 

10  transaction  of  the  business  of  banking  in  the  countries  where 

11  such  foreign  banks  are  organized  or  created. 

12  "  (k)    The  term  'foreign  country*  means  any  country 

13  other  than  the  United  States,  and  any  colony,  dependency, 

14  or  possession  of  any  such  country,  and  includes,  for  the 

15  purposes  of  this  Act,  any  territory  of  the  United  States, 

16  Puerto  Eico,  Guam,  American  Samoa,  or  the  Virgin  Islands. 

17  "  (1)  A  'foreign  bank  holding  company  covered  in  1975' 
IS  means  a  company  that  became  a  bank  holding  company 

19  prior  to  the  date  of  enactment  of  the  Foreign  Bank  Act  of 

20  1975  and  which  has  a  subsidiary  that  is  defined  as  a  'bank' 

21  as  a  result  of  the  enactment  of  the  Foreign  Bank  Act  of 

22  1975." 

23  Sec.  S.  Section  3  of  the  Bank  Holding  Company  Act  of 

24  1956  ( 12  U.8.C.  1842)  is  amended— 

25  (1)  by  striking  out  the  first  sentence  of  subsection 
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1  (b)  and  inserting  in  lieu  thereof  the  following:  "Upon 

2  receiving  from  a  company  any  application  for  approval 

3  under  this  section,  the  Board  shall  give  notice  to  the 

4  Comptroller  of  the  Currency,  if  the  applicant  company 

5  or  any  bank  the  voting  shares  or  assets  of  which  are 

6  sought  to  be  acquired  is  a  national  banking  association 

7  or  a  District  hank,  or  if  the  bank  sought  to  be  acquired 

8  is  a  branch  of  a  foreign  bank  established  under  section 

9  18  of  the  Foreign  Bank  Act  of  1975,  or  a  branch  or 
10  agency  of  a  foreign  bank  established  or  operating  under 
U  the  Code  of  Law  for  the  District  of  Columbia,  or  to  the 
12  appropriate  supervisory  authority  of  the  interested  State, 
1^  if  the  applicant  company  or  any  bank  the  voting  shares 
14  or  assets  of  which  are  sought  to  be  acquired  is  a  State 
Is  bank,  or  if  the  bank  sought  to  be  acquired  is  a  branch  or 
16  agency  of  a  foreign  bank  established  or  operating  under 
"  the  laws  of  any  State  of  the  United  States,  and  shall 

18  allow  thirty  days  within  which  the  views  and  recom- 

19  mendations  of  the  Comptroller  of  the  Currency  or  the 

20  State  supervisory  authority,  as  the  case  may  be,  may  be 

21  submitted."; 

22  (2)  by  striking  out  subsection  (d)  and  inserting  in 

23  lieu  thereof  the  following: 

24  "  (d)  Except  as  provided  in  subsection  (g)  of  this  sec- 
2*>    tion,  no  application  shall  be  approved  under  this  section 
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1  which  will  permit  any  hank  holding  company  or  any  sub- 

2  sidiary  thereof  to  acquire,  directly  or  indirectly,  any  voting 

3  shares  of,  interest  in,  or  all  or  substantially  all  of  the  assets 

4  of  any  additional  hank  located  outside  of  the  Slate  in  which 

5  the  operations  of  such  hank  holding  company's  hanking  sub- 
g  sidiaries  were  principally  conducted  on  July  1,  1906,  or  the 
7  date  on  which  such  company  became  a  bank  holding  com- 
g  pany,  whichever  is  biter,  unless  the  acquisition  of  such 
9  shares  or  assets  of  a  State  bank  by  an  out-of-State  bank  hold- 

10  big  company  is  specifically  authorized  by  the  statute  laws  of 

11  the  State  in  which  such  bank  is  located,  by  language  to  that 

12  effect  and  not  merely  by  implication.  For  the  purposes  of 

13  this  section,  the  State  in  which  the  operations  of  a  bank  bold- 

14  ing  company's  subsidiaries  are  principally  conducted  is  that 

15  State  in  which  total  deposits  of  all  such  banking  subsidiaries 

16  are  largest:  Provided,  however,  That  for  the  purposes  of  this 

17  section,  the  State  in  which  the  operations  of  a  bank  holding 

18  company's   subsidiaries  are   principally   conducted  for  any 

19  company  which  becomes,  as  a  result  of  the  enactment  of  the 

20  Foreign  Bank  Act  of  1975,  a  bank  holding  company  on  the 

21  date  of  such  enactment,  is  that  State  in  which  total  assets  of 

22  all  such  banking  subsidiaries  are  greatest." ;  and 

23  (3)    by  adding  at  the  end  thereof  the  following 

24  new  subsections: 

25  "  (f)  Every  bank  that  is  a  subsidiary  of  a  holding  com- 
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1  pony   (1)   which  is  a  foreign  bank  having  total  worldwide 

2  bank  assets  in  excess  of  $500,000,000,    (2)    which  is  or- 

3  ganized  under  the  laws  of  a  foreign  country  and  owns  or 

4  controls  a  foreign  bank  having  total  worldwide  bank  assets 

5  in  excess  of  $500,000,000,  or  (3)  of  which  control  is  held 
b"  directly  or  indirectly  by  the  shareholders  of  a  foreign  bank 

7  having  total  worldwide  bank  assets  in  excess  of  $500,000,- 

8  000,  the  majority  of  whom  are  not  citizens  of  the  United 

9  States  or  companies  controlled  by  citizens  of  the  United 

10  States,  shall  become  and  remain  a  member  bank  as  such  term 

11  is  defined  in  section  1  of  the  Federal  Reserve  Act. 

12  "  (g)   Notwithstanding  any  other  provision  of  this  sec- 

13  tion,  a  company  covered  in  1975  and  a  foreign  bank  holding 

14  company  covered  in  1975  may  retain  and  operate  all  branches 

15  and  agencies  of  foreign  banks  which,  as  a  result  of  the  enact- 

16  ment  of  the  Foreign  Bank  Act  of  1975,  are  defined  as  banks 
1^  under  section  2  (c)  and  which  such  company  had  established 

18  on  or  before  December  3,  1974.  After  the  date  of  enactment 

19  of  the  Foreign  Bank  Act  of  1975,  no  application  shall  be 

20  approved  under  this  section  which  will  permit  any  bank  hold- 

21  ing  company  or  any  subsidiary  thereof  to  establish  or  operate 

22  any  additional  branch  or  agency  of  a  foreign  bank  located 

23  outside  of  the  State  in  which  the  operations  of  such  bank 

24  holding  company's  banking  subsidiaries  are  principally  con- 

25  ducted  as  determined  in  subsection  (d)  of  this  section,  un- 
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1  less  {1}  the  establishment  or  operation  of  such  a  branch  or 

2  agency  is  specifically  authorized  to  State  banks  by  the  statute 

3  laws  of  the  State  in  which  the  operations  of  such  bank  hold- 

4  ing  company's  banking  subsidiaries  are  principally  conducted 

5  as  determined  in  subsection  (d)  of  (his  section,  by  language 

6  to  that  effect  and  not  merely  by  implication,  and  (2)    the 

7  statute  laws  of  the  State  in  which  such  branch  or  agency  is 

8  to  be  located  specifically  authorize  an  out-of-Siate  bank  or- 

9  ganized  under  the  laws  of  the  Slate  in  which  the  operations 

10  of  such  bank  holding  company's  banking  subsidiaries  are 

11  principally  conducted  as  determined  in  subsection  (d)  of  this 

12  section,  to  establish  or  operate  such  a  branch  or  agency,  by 

13  language  to  that  effect  and  not  merely  by  implication :  Pro- 
1^  vided,  however,  That  applications  may  be  approved  under 

15  this  section  for  any  such  bank  holding  company  or  any  sub- 

16  sidiary  thereof  (A)  to  establish  an  additional  branch  of  a 
11  foreign  bank  in  any  State  where  such  bank  holding  company 
1!*  or  subsidiary  thereof  had  established  a  branch  of  a  foreign 

19  bank  on  or  before  December  3,  1974,  if  the  establishment 

20  or  operation  of  such  additional  branch  is  specifically  author- 

21  ized  by  the  statute  laws  of  the  State  in  which  such  additional 

22  branch  is  to  be  located,  and  (B)  to  establish  an  additional 

23  agency  of  a  foreign  bank  in  any  State  where  such  bank  hold- 

24  ing  company  or  subsidiary  thereof  had  established  an  agency 

25  of  a  foreign  bank  on  or  before  December  3,  1974,  if  the  e&- 


!y  Google 


!  tablishment  or  operation  of  such  additional  agency  is  speeifi- 

2  cally  authorized  by  the  statute  laws  of  the  State  iu  which 

3  such  additional  agency  is  to  be  located.  For  the  purposes  of 

4  this  subsection  and  subsection   (d)  of  this  section,  a  com- 

5  pany  covered  in  1975  or  a  foreign  bank  holding  company 

6  covered  in  1975  or  any  subsidiary  thereof  shall  not  be  deemed 

7  to  have  established  an  additional  branch  or  agency  of  a  for- 
g  eign  bank,  or  acquired  another  additional  bank  located  out- 
9  side  of  the  State  in  which  the  operations  of  such  bank 

10  holding  company's  banking  subsidiaries  are  principally  con- 

11  ducted  as  determined  in  subsection    (d)    of  this  section, 

12  if  such  bank  holding  company  or  subsidiary  thereof  changes 

13  or  converts  a  branch  or  agency  referred  to  in  the  preceding 

14  proviso  into  a  branch,  agency,  or  other  form  of  banking 

15  organization,  as  the  case  may  be.  Sot  withstanding  any  such 

16  conversion,  this  subsection  shall  not  prohibit  a  company 

17  covered  in  1975  or  a  foreign  bank  holding  company  cov- 

18  ered  in  1975  or  any  subsidiary  thereof  from  applying  to  es- 

19  tablish  additional  branches  or  agencies  under  the  preceding 

20  proviso :  Provided,  however,  That  for  the  purposes  of  such 

21  proviso,  any  such  company  or  subsidiary  thereof  may  only 

22  establish  additional  branches  if  it  has  converted  its  form  of 

23  banking  organization  in  that  State  to  a  branch,  and  may 

24  only  establish  additional  agencies  if  it  has  converted  its  form 
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1  of  banking  organization  in  that  Slate  to  an  agency.  For  the 

2  purposes  of  this  subsection,  a  branch  or  agency  of  a  foreign 

3  bank  shall  be  considered  as  'established',  if  the  foreign  bank 

4  has  been  granted  a  license,  certificate  of  authority,  or  o.ther 

5  necessary  approval  to  operate  such  branch  or  agency  by  the 

6  appropriate   State   supervisory   authority.    Notwithstanding 

7  any  other  provision  of  this  subsection,  no  company  covered 

8  in  1975,  no  foreign  bank  holding  company  covered  in  1975, 

9  and  no  subsidiary  thereof,  shall  at  any  time  own  or  control 

10  in  any  State  outside  of  the  State  in  which  the  operation  of 

11  such  bank  holding  company's  banking  subsidiaries  are  prin- 

12  cipaliy  conducted  as  determined  in  subsection   (d)    of  this 

13  section,  (i)  both  a  branch  and  agency  of  the  same  foreign 

14  bank,  (ii)  both  a  branch  of  a  foreign  bank  and  a  national  or 

15  State  bank,  or  (iii)  both  an  agency  of  a  foreign  bank  and 

16  a  national  or  State  bank,  unless  such  company,  or  any  sub- 
*'  sidiary  thereof,  had  acquired  or  established  both  such  bank- 

18  ing  subsidiaries  in  such  State  on  or  before  December  3,  1974. 

19  "(h)  Except  as  provided  in  subsection  (g)   of  this  sec- 

20  tion,  after  two  years  from  the  date  of  enactment  of  the  For- 

21  eign  Bank  Act  of  1975,  no  company  which  becomes,  as  a 

22  result  of  the  enactment  of  the  Foreign  Bank  Act  of  1975,  a 

23  hank  holding  company  on  the  date  of  such  enactment,  no 

24  foreign  bank  holding  company  covered  in  1975,  and  no 
2*  subsidiary  thereof  may,  directly  or  indirectly,  own,  control, 
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1  or  operate  any  bank  that  is  a  branch  or  agency  of  a  foreign 

2  bank  in  any  State  outside  the  State  in  which  (he  operations 

3  of  such  bank  holding  company's  banking  subsidiaries  are 

4  principally  conducted  as  determined  in  Bubsection  (d)  of  this 

5  section.  The  Board  is  authorized,  upon  application  by  a  bank 

6  holding  company,  to  extend  the  two-year  period  referred  to 

7  above  from  time  to  time  as  to  such  bank  holding  company 

8  for  not  more  than  one  year  at  a  time,  if,  in  its  judgment,  such 

9  an  extension  would  not  be  detrimental  to  the  public  interest, 

10  but  no  such  extension  shall  in  the  aggregate  exceed  three 

11  years." 

12  Sec.  4.  Section  i  of  the  Bank  Holding  Company  Act 

13  of  1956  (12  U.S.C.  1843)  is  amended— 

14  (1)  by  striking  out  paragraph   (2)  of  subsection 

15  (a)  and  inserting  in  lieu  thereof  the  following: 

13  "  (2)  after  two  years  from  the  date  as  of  which  it 

"  becomes  a  bank  holding  company,  or  in  the  case  of  a 

18  company  which  has  been  continuously  affiliated  since 

19  May  15,  1955,  with  a  company  which  was  registered 

20  under  the  Investment  Company  Act  of  1940,  prior  to 

21  May  15,  1955,  in  such  a  manner  as  to  constitute  an  affili- 

22  ated  company  within  the  meaning  of  that  Act,  after 

23  December  31,  1978,  or  in  the  case  of  any  company 

24  which  becomes,  as  a  result  of  the  enactment  of  the  Bank 

25  Holding  Company  Act  Amendments  of  1970,  a  bank 
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holding  company  on  the  date  of  such  enactment,  after 
December  31,  1980,  or  in  the  case  of  any  company 
which  becomes,  as  a  result  of  the  enactment  of  the 
Foreign  Bank  Act  of  1975,  a  bank  holding  company  on 
the  date  of  such  enactment,  after  December  31,  1985, 
retain  direct  or  indirect  ownership  or  control  of  any  vot- 
ing shares  of  any  company  which  is  not  a  bank  or  bank 
holding  company  or  engage  in  any  activities  other  than 

(A)  those  of  banking  or  of  managing  or  controlling 
banks  and  other  subsidiaries  authorized  under  this  Act 
or  of  furnishing  services  to  or  performing  services  for  its 
subsidiaries,  and  (B)  those  permitted  under  paragraph 

(8)  of  subsection  (c)  of  this  section  subject  to  all  the 
conditions  specified  in  such  paragraph  or  in  any  order 
or  regulation  issued  by  the  Board  under,  such  paragraph : 
Provided,  That  a  company  covered  in  1970  may  also 
engage  in  those  activities  in  which  directly  or  through 
a  subsidiary   (i)   it  was  lawfully  engaged  on  June  30, 

1968  {or  on  a  date  subsequent  to  June  30,  1968,  in  the 
case  of  activities  carried  on  as  the  result  of  the  acquisi- 
tion by  such  company  or  subsidiary,  pursuant  to  a  bind- 
ing written  contract  entered  into  on  or  before  June  30, 
1968,  of  another  company  engaged  in  such  activities  at 
the  time  of  the  acquisition),  and  (ii)  it  has  been  con- 
tinuously engaged  since  June  30,  1968   (or  such  sub- 
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sequent  date)  :  Provided  further,  That  a  company  cov- 
ered hi  1975  may  also  engage  in  those  activities  in 
which  directly  or  through  a  subsidiary  (i)  it  was  law- 
fully engaged  on  December  3,  1974  (or  on  a  date  sub- 
sequent to  December  3,  1974,  in  the  case  of  activities 
carried  en  as  the  result  of  the  acquisition  by  such  com- 
pany or  subsidiary,  pursuant  to  a  binding  written  con- 
tract entered  into  on  or  before  December  3,  1974,  of 
another  company  engaged  in  sucb  activities  at  the  time 
of  the  acquisition) ,  and  (ii)  it  has  been  continuously 
engaged  since  December  3,  1974  (or  such  subsequent 
date) .  The  Board  by  order,  after  opportunity  for  hear- 
ing, may  terminate  the  authority  conferred  by  the  pre- 
ceding provisos  on  any  company  to  engage  directly  or 
through  a  subsidiary  in  any  activity  otherwise  permitted 
by  those  provisos  if  it  determines,  having  due  regard 
to  the  purposes  of  this  Act,  that  such  action  is  necessary 
to  prevent  undue  concentration  of  resources,  decreased 
or  unfair  competition,  conflicts  of  interest,  or  unsound 
banking  practices;  and  in  the  case  of  any  such  company 
controlling  a  bank  having  bank  assets  in  excess  of  $60,- 
000,000  on  or  after  the  date  of  enactment  of  the  Bank 
Holding  Company  Act  Amendments  of  1970  the  Board 
shall  determine,  within  two  years  after  such  date  (or,  if 
biter,  within  two  years  after  the  date  on  which  the  bank 
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assets  first  exceed  $60,000,000) ,  whether  the  authority 
conferred  by  the  preceding  first  proviso  with  respect  to 
such  company  should  be  terminated  aa  provided  in  this 
sentence.  Nothing  in  this  paragraph  shall  be  construed 
to  authorize  (1)  any  bank  holding  company  referred 
to  in  the  preceding  first  proviso,  or  any  subsidiary 
thereof,  to  engage  in  activities  authorized  by  that  pro- 
viso through  the  acquisition,  pursuant  to  a  contract  en- 
tered into  after  June  30,  1968,  of  any  interest  in  or  the 
assets  of  a  going  concern  engaged  in  such  activities;  or 
{2)  any  bank  holding  company  referred  to  in  the  pre- 
ceding second  proviso,  or  any  subsidiary  thereof,  to  en- 
gage in  activities  authorized  by  that  proviso  either 
through  the  acquisition,  pursuant  to  a  contract  entered 
into  after  December  3,  1974,  of  any  interest  in  or  the 
assets  of  a  going  concern  engaged  in  such  activities,  or 
through  the  acquisition  after  December  3,  1974  (ex- 
cept pursuant  to  a  binding  written  contract  entered  into 
before  December  3,  1974) ,  of  any  shares  of,  interest  in, 
or  assets  of  any  company,  or  any  branch  or  agency  of 
a  foreign  bank,  engaged  or  to  be  engaged  in  the  issue, 
flotation,  underwriting,  public  sale,  or  distribution  at 
wholesale  or  retail  or  through  syndicate  participation  of 
stocks,  bonds,  debentures,  notes,  or  other  securities  in 
the  United  States.  Any  company  which  is  authorized 
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to  engage  in  any  activity  pursuant  to  the  preceding  pro- 
visos or  subsection  (d)  of  this  section  but,  as  a  result 
of  action  of  the  Board,  is  required  to  terminate  such  ac- 
tivity may  (notwithstanding  any  otherwise  applicable 
time  limit  prescribed  in  this  paragraph)  retain  the 
ownership  or  control  of  shares  in  any  company  carrying 
on  snch  activity  for  a  period  of  ten  years  from  the  date 
on  which  its  authority  was  so  .terminated  by  the 
Board."; 

(2)  by  striking  out  paragraph  (12)  of  subsection 
(c)  and  inserting  in  lieu  thereof  the  following: 

"(12)  shares  retained  or  acquired,  or  activities  en- 
gaged in,  by  any  company  which  becomes,  as  a  result 
of  the  enactment  of  the  Bank  Holding  Company  Act 
Amendments  of  1970,  a  bank  holding  company  on  the 
date  of  such  enactment,  or  which  becomes,  as  a  result 
of  the  enactment  of  the  Foreign  Bank  Act  of  1975,  a 
bank  holding  company  on  the  date  of  such  enactment,  or 
by  any  subsidiary  thereof,  if  such  company — 

"  (A)  within  the  applicable  time  limits  pre- 
scribed in  subsection  (a)  (2)  of  this  section  (i) 
ceases  to  be  a  bank  holding  company,  or  (li)  ceases 
to  retain  direct  or  indirect  ownership  or  control  of 
those  shares  and  to  engage  in  those  activities  not 
authorized  under  this  section ;  and 
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"(6)    complies  with  such  other  conditions  as 

the  Board  may  by  regulation  or  order  prescribe;"; 

and 

(3)  by  striking  oat  the  period  at  the  end  of  para- 
graph (13)  and  inserting  in  lieu  thereof  ";  or",  and 
by  adding  after  paragraph  (13)  the  following  new  para- 
graph: 

"(14)  shares  owned  directly  or  indirectly  by  a 
company  covered  in  1975  in  a  company  which  does  not 
engage  in  any  activities  other  man  those  in  which  the 
bank  holding  company,  or  its  subsidiaries,  may  engage 
by  virtue  of  this  section,  but  nothing  in  this  paragraph 
authorizes  any  bank  holding  eompany,  or  subsidiary 
thereof,  to  acquire  (A)  any  interest  in  or  the  assets  of 
any  going  concern  (except  pursuant  to  a  binding  writ- 
ten contract  entered  into  before  December  3,  1974,  or 
pursuant  to  another  provision  of  this  Act)  other  than 
one  which  was  a  subsidiary  on  December  3,  1974,  or 
(B)  any  shares  of,  interest  in,  or  the  assets  of  any 
company,  or  any  branch  or  agency  of  a  foreign  bank, 
engaged,  or  to  be  engaged,  in  the  issue,  flotation,  under- 
writing, public  sale,  or  distribution  at  wholesale  or  retail 
or  through  syndicate  participation  of  stocks,  bonds,  de- 
bentures, notes,  or  other  securities  in  the  United  States, 
other  than  one  which  was  a  subsidiary  on  December  3, 
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1  1974,  or  which  was  acquired  pursuant  to  a  binding 

2  written  contract  entered  into  before  such  date." 

3  FEDERAL   RESERVE  ACT  AMENDMENTS 

4  Sec.  5.  Section  1  of  the  Federal  Reserve  Act  (12  U.8.C. 

5  221)  is  amended  to  read  as  follows:  "Whenever  the  word 
b  'bank'  is  used  in  this  Act,  the  word  shall  be  held  to  include 

7  State  bank,  banking  association,  and  trust  company,  and  any 

8  branch  or  agency  of  a  foreign  bank  established  or  operating 

9  under  the  laws  of  any  State  of  the  United  States,  except 

10  where  national  banks,  Federal  branch  banks,  or  Federal 

11  reserve  banks  are  specifically  referred  to. 

12  "The  terms  'national  bank'  and  'national  banking  asso- 

13  cktioo'  used  in  this  Act  shall  be  held  to  be  synonymous  and 

14  interchanageable.  The  term  'federal  branch  bank'  shall  be 

15  held  to  mean  any  branch  of  a  foreign  bank  that  is  established 

16  and  operating  under  section  18  of  the  Foreign  Bank  Act  of 

17  1975.  The  term  'member  bank'  shall  be  held  to  mean  any 

18  national  bank,  Federal  branch  bank,  State  bank,  or  bank  or 

19  trust  company  which  has  become  a  member  of  one  of  the  re- 

20  perve  banks  created  by  this  Act  The  term  'board'  shall  be 

21  held  to  mean  Board  of  Governors  of  the  Federal  Reserve 

22  System;  the  term  'district'  shall  be  held  to  mean  Federal 

23  reserve  district;  the  term  'reserve  bank'  shall  be  held  to 

24  mean  Federal  reserve  bank;  the  term  the  continental  United 
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1  States'  means  the  States  of  the  United  States  and  the  Dis- 

2  trict  of  Columbia.". 

3  Sec.   6.  Section  2  of  the  Federal  Reserve  Act  is 

4  amended — 

5  (1)  by  striking  out  the  last  sentence  of  the  first 

6  paragraph  thereof   (12  U.S.C.  222)    and  inserting  in 

7  lieu  thereof  the  following:  "Every  national  bank  and 

8  every  Federal  branch  bank  in  any  State  shall,  upon 
g  commencing  business  or  within  ninety  days  after  admis- 

10  sion  into  the  Union  of  the  State  in  which  it  is  located, 

U  become  a  member  bank  of  die  Federal  Reserve  System 

12  by  subscribing  and  paying  for  stock  in  the  Federal  re- 

13  serve  bank  of  its  district  in  accordance  with  the  provi- 

14  sions  of  this  Act  and  every  national  bank  and  every 

15  Federal  branch  bank  shall  thereupon  he  an  insured  bank 

16  under  the  Federal  Deposit  Insurance  Act,  and  failure  to 

17  do  so  shall  subject  such  bank  to  the  penalty  provided  by 

18  the  sixth  paragraph  of  this  section."; 

19  (2)  by  adding  at  the  end  of  the  third  paragraph 

20  thereof   {12  U.S.O.  282)    a  new  sentence  as  follows: 

21  "Every  Federal  branch  bank  within  each  Federal  reserve 

22  district  shall  subscribe  to  the  capital  stock  of  die  Federal 

23  reserve  bank  for  that  district  in  a  sum  equal  to  6  per 

24  centum  of  the  paid  in  capital  stock  equivalent  required 

25  to  he  deposited  by  the  foreign  bank  holding  a  certificate 
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of  authority  to  establish  and  operate  such  Federal  branch 
bank,  which  shall  be  payable  in  the  same  manner  as 
mat  prescribed  for  a  national  banking  association  in  this 
section.";  and 

(3)  by  inserting  after  the  second  sentence  of  the 
sixth  paragraph  thereof  (12  U.S.C.  501a),  a  new  sen- 
tence as  follows :  "Should  any  Federal  branch  bank  fail 
within  one  year  after  the  passage  of  this  Act  to  become 
a  member  bank  or  fail  to  comply  with  any  of  the  provi- 
sions of  this  Act  applicable  thereto,  all  of  the  rights, 
privileges,  and  franchises  of  such  bank  granted  to  it 
under  section  18  of  the  Foreign  Bank  Act  of  1975,  or 
under  the  provisions  of  this  Act,  shall  be  thereby  for- 
feited in  accordance  with  the  same  procedures  applica- 
ble to  national  banking  associations :  Provided,  however, 
That,  except  as  otherwise  provided  in  this  Act,  any 
reference  in  the  provisions  of  this  Act  to  the  capital 
stock  and  surplus  of  a  member  bank  or  national  banking 
association  shall,  for  the  purpose  of  applying  any  limita- 
tions or  restrictions  in  such  provisions  to  any  Federal 
branch  bank,  be  deemed  to  be  a  reference  to  the  dollar 
equivalent  amount  of  the  capital  stock  and  surplus  of 
the  foreign  bank  holding  a  certificate  of  authority  to  es- 
tablish and  operate  such  Federal  branch  bank ;  Provided, 
further,  That  any  such  foreign  bank  which  has  more 
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j  than  one  Federal  branch  bank  in  any  State  shall  be  re- 

2  quired  to  aggregate  the  accounts  of  all  such  Federal 

3  branch  banks  in  such  State  for  the  purpose  of  computing 

4  any  limitations  or  restrictions  under  any  provision  re- 

5  ferred  to  in  the  preceding  proviso.". 

g  Sec.  7.  Paragraph  1  of  section  6  of  the  Federal  Reserve 

7  Act  (12  U.S.C.  288)   is  amended  by  adding  at  the  end 

g  thereof  the  following  new  sentence:  "For  the  purposes  of 

9  the  preceding  sentence,  a  member  bank  that  is  a  branch  or 

10  agency  of  a  foreign  bank  shall  be  deemed  to  be  insolvent 

11  when  the  foreign  bank's  license  or  certificate  of  authority 

12  to  operate  such  branch  or  agency  has  been  terminated  or 

13  revoked,  or  when  a  receiver  has  been  appointed  for  such 

14  branch  or  agency,  or  when  the  foreign  bank  licensed  or  hold- 

15  ing  a  certificate  of  authority  to  operate  such  branch  or  agency 

16  is  declared  insolvent,  or  a  receiver  is  appointed  therefor,  or 

17  is  dissolved  or  its  authority  or  existence  is  otherwise  termi- 

18  nated  or  canceled  in  the  jurisdiction  of  its  incorporation.". 

19  Sec.  8.  Section  9  of  the  Federal  Reserve  Act  is  amended 

20  by  adding  at  the  end  thereof  the  following  new  paragraph: 

21  "Any  branch  or  agency  of  a  foreign  bank  established  or 

22  operating  under  the  laws  of  any  State  of  the  United  States 

23  may  apply  for  and  be  admitted  to  membership  in  the 

24  Federal  Reserve  System  in  the  same  manner  and  subject 

25  to  the  same  provisions  of  law  as   State  banks  and   trust 
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1  companies  and  may  continue  to  exercise  all  powers  granted 

2  it  by  the  State  in  which  it  is  operating  or  established,  and 

3  shall  be  entitled  to  all  the  privileges  of  member  banks  except 

4  that  (1)  any  reference  in  the  provisions  of  this  Act  to  die 

5  capital  stock  and  surplus  of  an  applying  bank,  member  bank 

6  or  national  bank  shall,  for  the  purpose  of  applying  any 

7  limitations  or  restrictions  in  any  such  provisions  to  any  such 

8  branch  or  agency,  be  deemed  to  be  a  reference  to  the  dollar 

9  equivalent  amount  of  the  capital  stock  and  surplus  of  the 

10  foreign  bank  licensed  or  authorized  to  establish  or  operate 

11  such  branch  or  agency :  Provided,  however,  That  any  foreign 

12  bank  which  has  more  than  one  branch  or  more  than  one 

13  agency  in  any  State,  shall  be  required  to  aggregate  the 

14  accounts  of  all  such  branches  or  agencies  in  such  State  for 

15  the  purpose  of  computing  any  restrictions  or  limitations  in 

16  any  such  provisions:   Provided  further,   That  every   such 

17  branch  or  agency  shall  subscribe  for  capital  stock  of  the 

18  Federal  reserve  bank  of  the  district  in  which  such  branch 

19  or  agency  is  located  in  an  amount  equal  to  either  3  per 

20  centum  of  the  paid  in  capital  stock  equivalent  which  is  re- 

21  quired  under  State  law  to  be  deposited  by  the  foreign  bank 

22  licensed  or  authorized  to  establish  or  operate  any  such  branch 

23  or  agency  or,  if  there  is  no  such  requirement  under  State 

24  law,  6  per  centum  of  the  paid  in  capital  stock  equivalent 
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1  which  would  be  required  to  be  deposited  by  a  foreign  bank 

2  holding  a  certificate  of  authority  to  establish  and  operate  a 

3  Federal  branch  bank  in  the  place  in  which  it  is  located ;  and 

4  (2)  nothing  in  the  provisions  of  this  Act  shall  authorize  the 

5  Board  of  Governors  of  the  Federal  Beserve  System  to  appoint 

6  examiners  to  examine  the  home  office  or  foreign  branches  or 

7  agencies  of  the  foreign  bank  licensed  or  authorized  to  estab- 

8  lish  or  operate  such  branch  or  agency,  or  to  regulate  the 

9  organization  or  internal  affairs  of  such  foreign  bank.". 

10  Sec.  9.  Section  23A  of  the  Federal  Reserve  Act   (12 

11  U.S.C.  371c)  is  amended  by  adding  at  the  end  thereof  the 

12  following  new  paragraph : 

13  "With  respect  to  a  member  bank  that  is  a  branch  or 

14  agency  of  a  foreign  bank,  the  provisions  of  this  section  shall 

15  not  apply  to  ( 1 )  any  extension  of  credit  by  such  branch  or 

16  agency  to  the  foreign  bank  licensed  or  authorized  to  estab- 

17  lish  or  operate  such  branch  or  agency  or  to  any  other  branch 

18  or  agency  of  such  foreign  bank;  (2)  any  extension  of  credit 

19  by  such  branch  or  agency  to  a  subsidiary,  within  the  mean- 

20  kg  of  (he  Bank  Holding  Company  Act  of  1956,  as  amended, 

21  of  the  foreign  bank  licensed  or  authorized  to  establish  or 

22  operate  such  branch  or  agency,  if  such  subsidiary  is  orga- 

23  nized  under  the  laws  of  a  foreign  country  and  does  no  busi- 

24  ness  within  the  United  States,  except  as  an  incident  to  its 

25  international  or  foreign  business;  or  (3)  any  extension  of 
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1  credit  by  such  branch  or  agency  to  a  bank  holding  company 

2  of  which  such  branch  or  agency  is  a  subsidiary,  within  the 

3  meaning  of  the  Bank  Holding  Company  Act  of  1956,  as 

4  amended,  or  to  another  subsidiary  of  such  bank  holding  com- 

5  pany,  if  made  within  one  year  after  the  effective  date  of  the 

6  Foreign  Bank  Act  of  1975  and  pursuant  to  a  contract  en- 

7  tered  into  prior  to  that  date." 

8  Seo.  10.  Section  25(a)    of  the  Federal  Reserve  Act 

9  ( 12  U.S.O.  61 1 )  is  amended— 

10  (l)  by  inserting  ",  except  with  the  approval  of  the 

11  Board  of  Governors  of  the  Federal  Reserve  System," 

12  after  "all  of  whom"  in  the  second  sentence  of  the  fourth 

13  paragraph  thereof  ( 12  U.S.O.  614)  ; 

"  (2)  by  inserting  in  the  second  proviso  of  the  first 

15  sentence  of  the  twelfth  paragraph  thereof    (12  U.S.C. 

16  618)",  except  with  the  approval  of  the  Board  of  Gov- 

17  ernors  of  the  Federal  Reserve  System,"  after  "That"; 
*8  (3)  by  striking  out  the  thirteenth  paragraph  thereof 

19  (12  TJ.8.0.  619)  and  inserting  in  lien  thereof  the  fol- 

20  lowing: 

"  "Except  as  otherwise  provided  in  this  section,  a  majority 

of  the  shares  of  the  capital  stock  of  any  such  corporation  shall 
at  all  times  lie  held  and  owned  by  citizens  of  the  United 
States,  by  corporations  the  controlling  interest  in  which  is 
owned  by  citizens  of  the  United  States,  chartered  under  the 
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1  laws  of  the  United  States  or  of  a  State  of  tile  United  States 

2  or  by  firms  or  companies,  the  controlling  interest  in  which  is 

3  owned  by  citizens  of  the  United  States." ;  and 

4  (4)  by  adding  at  the  end  thereof  the  following  new 

5  paragraph: 

G  "Notwithstanding  any  other  provisions  of  this  section,  any 

7  foreign  bank  or  any  bank  organized  under  the  laws  of  the 

8  United  States,  any  State  of  the  United  States,  or  the  District 

9  of  Columbia,  the  controlling  interest  in  which  is  owned  by  a 

10  foreign  bank,  group  of  foreign  banks,  or  company  organized 

11  under  the  laws  of  a  foreign  country  which  owns  or  controls  a 

12  foreign  bank,  may,  with  the  prior  approval  of  the  Board  of 

13  Governors  of  the  Federal  Reserve  System  and  upon  such 

14  terms  and  conditions  and  subject  to  such  rules  and  regula- 
rs tions  as  the  Board  of  Governors  of  the  Federal  Reserve  Sys- 
16  tern  may  prescribe,  own  and  hold  a  majority  of  the  shares  of 
■^  the  capital  stock  of  any  corporation  organized  under  this  sec- 

18  tion,  and  any  such  corporation  shall  be  subject  to  the  same 

19  provisions  of  law  as  any  other  corporation  organized  under 

20  this  section:  Provided,  however,  That  the  Board  of  Gov- 

21  ernors  of  the  Federal  Reserve  System  shall  not  approve  such 

22  ownership  and  holding  of  a  majority  of  the  shares  of  the 

23  capital  stock  of  any  corporation  organized  under  this  section, 

24  if,  after  consultation  with  the  Secretary  of  State  of  the  United 

25  States  and  the  Secretary  of  the  Treasury,  the  Board  of  Gov- 
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1  ernors  of  the  Federal  Reserve  System  determines  that  such 

2  ownership  and  holding  would  adversely  affect  the  domestic 

3  or  foreign  commerce  of  the  United  States  or  would  otherwise 

4  not  be  in  the  interest  of  the  United  States." 

5  NATIONAL   BANK  ACT  AMENDMENTS 

6  8eO.   11.   Section  5133  of  the  Revised  Statutes    (12 
1  U.S.C.  21)  is  amended  by  striking  out  the  period  at  the  end 

8  of  the  first  sentence  and  adding  the  following  new  proviso : 

9  " :  Provided,  however,  That  subject  to  the  provisions  of  sec- 

10  tion  5169  of  the  Revised  Statutes,  as  amended,  an  association 

11  may  be  formed  by  or  on  behalf  of  a  foreign  hank,  as  such 

12  term  is  defined  in  the  Bank  Holding  Company  Act  of  1956, 

13  as  amended.". 

14  Sec.  12.  Section  5146  of  the  Revised  Statutes    (12 

15  U.S.C.  72)  is  amended  by  striking  out  the  period  at  the 

16  end  of  the  first  sentence  and  adding  the  following  new  pro- 
*'  viso:  ":  Provided,  however,  That  the  Comptroller  of  the 

18  Currency  may  in  his  discretion  permit  as  directors  not  more 

19  than  one-third  the  total  number  thereof,  to  serve  as  such, 

20  although  such  directors  are  not  citizens  of  the  United  States." 

21  Sec.  13.  Section  5169  of  the  Revised  Statutes    (12 

22  U.S.C.  27)  is  amended  by  striking  out  the  period  at  the 
®  end  of  the  last  sentence  and  adding  the  following:  ";  or 

24  whenever,  after  consultation  with  the  Secretary  of  State 

25  of  the  United  States,  the  Secretary  of  the  Treasury,  and  the 


!y  Google 


278 

1  Board  of  Governors  of  the  Federal  Reserve  System,   the 

2  Comptroller  determines  that  it  would  adversely  affect  the 

3  domestic  or  foreign  commerce  of  the  United  States  or  would 

4  otherwise  not  be  in  the  interest  of  the  United  States  to 

5  grant  such  certificate.". 

6  AMENDMENTS  TO  THE  BANKING  ACT  OF    1933 

7  Sec.   14.  Section  2  of  the  Banking  Act  of  1933    (12 

8  U.S.G.  221a)  is  amended  by  adding  the  following  new  sub- 

9  section  at  the  end  thereof: 

10  "  (c)  Except  where  otherwise  specifically  provided,  with 

11  respect  to  any  member  bank  that  is  a  branch  or  agency  of 

12  a  foreign  bank,  the  term  'affiliate'  shall  include  the  foreign 

13  bank  which  is  licensed  or  authorized  to  operate  such  branch 

14  or  agency,  any  other  branch  or  agency  of  such  foreign  bank, 

15  and  any  affiliate  of  such  foreign  bank,  as  such  term  is  defined 

16  in  subsection  (b)  of  this  section." 

17  Sec.  15.  Section  20  of  the  Banking  Act  of  1933   (12 

18  U.S.C.377)  isamended- 

19  (1)    inserting  "or  section  2(c)"  after  "section  2 

20  (b)  "  in  the  first  sentence  thereof;  and 

21  (2)   by  striking  out  the  period  in  the  first  para- 

22  graph  thereof  and  by  adding  the  following:  ":  Provided 

23  further,    That  the   provisions   of  this   paragraph   shall 

24  not  prohibit  a  member  bank  from  being  affiliated  in  any 

25  manner  described  in  section  2  (b)  or  section  2  (c)  here- 
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1  of  with  any  such  organization  if  such  member  bank  is  a 

2  subsidiary,  within  the  meaning  of  the  Bank  Holding 

3  Company  Act  of  1956,  as  amended,  of  a  bank  holding 

4  company  which  is  permitted  to  retain  its  ownership  or 

5  control  of  any  voting  shares  of  such  organization  under 

6  the  authority  of  section  4(a)  (2)  of  the  Bank  Holding 

7  Company  Act  of  1956,  as  amended,  or,  with  the  specific 

8  consent  of  the  Board  of  Governors  of  the  Federal  Be- 

9  serve   System,    under   section   4{c)  (9)    of   the   Bank 

10  Holding  Company  Act  of  1956,  as  amended.". 

11  Sec.  16.  Section  21  of  the  Banking  Act  of  1933    (12 

12  U.8.C.  378)  is  amended  by  striking  clause   (B)   of  para- 

13  graph   (2)   of  subsection   (a)   thereof  and  inserting  in  lieu 

14  thereof  the  following : 

15  "  (B)  shnll  be  permitted  by  the  United  States,  any 

16  State,  Territory,  or  District  to  engage  in  such  business 

17  and   shall   be-  subjected   by   the   laws   of   the   United 

18  States,  or  of  such  State,  Territory,  or  District  to  ezamma- 

19  tion  and  regulation,". 

20  FEDERAL  DEPOSIT  INSURANCE  ACT  AMENDMENTS 

21  Sec.  17.  Within  ninety  days  after  the  enactment  of  this 

22  Act,  the  Federal  Deposit  Insurance  Corporation  shall  suh- 

23  mit  to  the  Congress  a  proposal  for  implementing  the  exist- 

24  ing  provisions  of  the  Federal  Deposit  Insurance  Act  so  as 

25  to  include  within  the  coverage  of  such  Act,  branches  and 
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1  agencies  of  foreign  banks  established  or  operating  under  the 

2  laws  of  the  United  States,  any  State  of  the  United  States, 

3  or  the  District  of  Colombia. 

4  ESTABLISHMENT  OF  FEDERAL  BRANCHES  BY  FOBRION 

5  BANKS 

6  Sbc.  18.  (a)  Definitions. — For  the  purposes  of  this  sec- 

7  tion,  these  terms  shall  have  the  following  meanings: 

8  (1)  The  term  "Comptroller"  means  the  Comptroller  of 

9  the  Currency. 

10  (2)  The  term  "foreign  bank"  means  any  corporation 

11  or  similar  organization  organized  under  the  laws  of  a  foreign 

12  country,  a  majority  of  the  shares  of  the  capital  stock  of 

13  which  are  not  owned  by  citizens  of  the  United  States,  or  by 

14  firms  or  companies,  the  controlling  interest  in  which  is  owned 

15  by  citizens  of  the  United  States,  and  which  is  principally 

16  engaged  in  the  banking  business  outside  the  United  States. 

17  This  term  includes,  without  limitation,  foreign  commercial 

18  banks,  foreign  merchant  banks,  and  other  institutions  which 

19  engage  in  banking  activities  usual  in  connection  with  the 

20  transaction  of  the  business,  of  banking  in  the  countries  or 

21  places  where  such  foreign  banks  are  organized  or  operating. 

22  (3)    The  term  "foreign  country"  means  any  country 

23  other  than  the  United  States  and  any  colony,  dependency, 

24  or  possession  of  any  such  country,  and  includes,  for  the  pur-' 

25  poses  of  this  section,  any  territory  of  the  United  States, 
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1  Puerto   Rico,    Guam,    American   Samoa,    and    the   Virgin 

2  Islands. 

3  (4)   The  term  "initial  branch"  means  the  first  branch 

4  of  a  foreign  bank  established  under  this  section  in  any  State. 

5  (5)   The  term  "State"  means  any  State  of  the  United 
i»  States  and  the  District  of  Columbia. 

7  (b)    Establishment  of  branches. — Xot  with  standing  the 

8  laws  of  any  State,  any  foreign  bank  may,  upon  receipt  of  a 

9  certificate  of  authority  from  the  Comptroller,  and  subject  to 

10  the  provisions  of  this  section,  establish  and  operate  one  or 

11  more  branches  in  any  State:  Provided,  however,  That  no 

12  foreign  bank  may  at  any  time  in  any  State  have  both  a 

13  branch  established  and  operating  under  this  section  and  a 

14  branch  or  agency  established  or  operating  under  the  laws  of 

15  such  State. 

16  (c)  Conversion  of  State  branch,  agency,  or  bank. — 'Any 

17  foreign  bank  with  a  branch  or  agency  established  or  operate 
IS  ing  under  the  laws  of  any  State  and  any  foreign  bank  which 

19  owns  all  of  the  stock  (except  for  directors'  qualifying  shares) 

20  of  any  bank  organized  under  the  laws  of  any  State  may,  with 

21  the  prior  approval  of  the  Comptroller  and  pursuant  to  the  re- 

22  quiremente  of  subsections  (d),   (e),   (f) ,  and   (g)   of  this 

23  section,  change  or  convert  such  branch,  agency,  or  State 

24  bank  into  a  branch  to  be  established  and  operated  under  this 

25  section  with  any  name  approved  by  the  Comptroller:  Pro- 
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1  vided,  however,  That  any  such  conversion  shall  not  be  in 

2  contravention  of  the  State  law.  In  any  such  case,  all  of  the 
liabilities  of  such  foreign  bank  previously  payable  at  the 
offices  of  the  State  branch  or  agency  and  all  of  the  liabilities 
of  the  State  bank  shall  thereafter  be  payable  by  such  foreign 

_  bank  at  the  office  of  the  branch  established  under  this  section, 

_  When  the  Comptroller  has  given  such  a  foreign  bank  a  cer- 

o  tificate  that  the  provisions  of  this  section  have  been  complied 

_  with,  such  foreign  hank  shall  have  the  same  powers  and  priv- 

,q  ileges,  and  shall  be  subject  to  the  same  duties,  liabilities,  and 

j-  regulations,  in  all  respects,  as  shall  have  been  prescribed  by 

^2  the  Federal  Reserve  Act  and  this  section  for  foreign  banks 

23  with  branches  originally  established  under  this  section. 

14  Subject  to  the  limitations  of  subsection  (i)  of  this  sec- 

15  tion,  any  foreign  bank  may   (1)   if  it  is  converting  a  State 

16  branch  under  this  subsection,  retain  and  operate  as  addi- 

17  tional  branches  under  this  section,  any  other  branches  estab- 

18  lished  in  the  State  of  the  converting  branch  prior  to  con- 

19  version;   (2)   if  it  is  converting  a  State  agency  under  this 

20  subsection,  retain  and  operate  as  additional  'branches  under 

21  this  section,  any  other  agencies  established  in  the  State 

22  of  the  converting  agency  prior  to  conversion;  and    (3) 

23  if  it  is  converting  a  State  bank  under  this  subsection,  retain 
21  and  operate  as  additional  branches  under  this  section,  any 
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1  other   branches   established   by   such   State    bank   prior   to 

2  conversion. 

3  The  Comptroller  may,  in  his  discretion  and  subject  to 
i  such  conditions  as  he  may  prescribe,  permit  such  foreign 

5  bank  to  retain  and  carry  at  a  value  determined  by  the  Comp- 

6  troller  such  of  the  assets  of  the  converted  branch,  agency,  or 

7  State  bank  as  do  not  conform  to  the  legal  requirements  rela- 

8  tive  to  assets  acquired  and  held  by  branches  established  and 

9  operating  under  this  section. 

10  (d)   Requirements  of  application. — A  foreign  bank,  in 

11  order  to  obtain  a  certificate  of  authority  to  establish  and 

12  operate  a  branch  under  this  section,  shall  make  application 

13  therefor  to  the  Comptroller  which  application  shall  include 

14  such  information  with  respect  to  the  factors  to  be  considered 

15  in  subsection  (f)  of  this  section  as  the  Comptroller  may,  in 

16  his  discretion,  prescribe  as  necessary  or  appropriate  to  carry 

17  out  the  purposes  of  this  section. 

18  Such  application  shall  be  made  on  forms  prescribed  and 

19  furnished  by  the  Comptroller  and  shall  be  duly  executed  by 

20  the  foreign  bank  by  one  or  more  of  its  principal  officers. 

21  (e)  Views  and  recommendations. — Upon  receipt  of  an 

22  application  for  a  certificate  of  authority  by  a  foreign  bank 

23  to  establish  and  operate  a  branch  under  this  section,  the 

24  Comptroller  shall  transmit  a  copy  of  such  application  to  the 

25  Secretary  of  State  of  the  United  States,  the  Secretary  of  the 
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.  Treasury,  the  Board  of  Governors  of  the  Federal  Reserve 

o  System,  and  the  bank  supervisory  authority  of  the  State  in 

g  which  such  branch  is  to  be  located  and  shall  allow  thirty 

4  days  within  which  the  views  and  recommendations  of  the 

5  Secretary  of  State,  the  Secretary  of  the  Treasury,  the  Board 
q  of  Governors  of  the  Federal  Reserve  System,  and  the  State 
7  bank  supervisory  authority  may  be  submitted. 

g  (f)   Factors  to  be  considered. — The  Comptroller  shall 

q  not  issue  a  certificate  of  authority  to  a  foreign  bank  under 

10  this  section  if — 

jj  (1)   the  establishment  of  such  a  branch  would  ad- 

12  versely  affect  the  domestic  or  foreign  commerce  of  the 

13  United  States,  or 

14  (2)  the  establishment  of  such  a  branch  would  other- 

15  wise  not  be  in  the  interest  of  the  United  States.  In 

16  making  his  determination  with  respect  to  the  preceding 

17  factors,  the  Comptroller  shall  take  into  account  the  writ- 

18  ten  comments  of  the  Secretary  of  State  of  the  United 

19  States,  the  Secretary  of  the  Treasury,  the  Board  of  Gov- 

20  emors  of  the  Federal  Reserve  System,  and  the  appro- 

21  priate  State  bank  supervisory  authority.  In  every  appli- 

22  cation,  the  Comptroller  shall  also  take  into  consideration 

23  the  financial  and  managerial  resources  and  future  pros- 

24  pects  of  the  applicant  foreign  bank  and  the  branch  con- 
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1  cerned,   and   the  convenience  and  needs  of  the   com- 

2  munity  to  be  served. 

3  (g)  Certificate. — If,  upon  a  careful  examination  of  the 

4  facts  so  reported,  and  of  any  other  facts  which  may  come  to 

5  the  knowledge  of  the  Comptroller,  it  appears  that  such  for- 

6  eign  bank  is  lawfully  entitled  to  establish  and  operate  a 

7  branch  under  this  section,  the  Comptroller  shall  issue  a  cer- 

8  tifioate  of  authority  to  such  foreign  bank,  under  his  hand  and 

9  official  seal,  that  such  foreign  bank  has  complied  with  the 

10  provisions  of  this  section  required  to  be  complied  with  before 

11  -  the  establishment  of  a  branch  under  this  section,  and  that 

12  such  foreign  bank  is  authorized  to  establish  and  operate  a 

13  branch  under  this  section  at  the  location  specified  in  such 

14  certificate. 

15  (h)  Banking  powers. — Upon  the  issuance  of  a  certifi- 

16  cate  of  authority  by  the  Comptroller,  the  foreign  bank  may, 

17  subject  to  the  provisions  of  this  section,  establish  and  operate 

18  a  branch  at  the  location  specified  in  such  certificate,  and  may 

19  conduct  thereat  its  banking  business  with  the  same  rights 

20  and  privileges  as  a  national  bank  at  that  location,  and,  ex- 

21  cept  as  otherwise  provided  in  this  section,  or  in  the  Federal 

22  Reserve  Act,  subject  to  the  same  duties,  restrictions,  timita- 

23  dons,  penalties  and  liabilities  now  or  hereafter  imposed  on 

24  national  banks  under  the  provisions  of  the  National  Bank 
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1  Act  and  the  Federal  Reserve  Act:  Provided,  however,  That 

2  in  any  such  provision  which  imposes  limitations  or  restric- 

3  tions  based  on  the  capital  stock  and  surplus  of  a  national 

4  bank,  any  reference  in  such  provisions  to  the  capital  stock 

5  and  surplus  of  a  national  bank  shall  be  deemed  for  the  pur- 
g  pose  of  applying  the  limitations  or  restrictions  in  snch  provi- 
7  sions  to  a  branch  established  under  this  section  to  be  a  ref- 
g  erence  to  the  dollar  equivalent  amount  of  the  capital  stock 
9  and  surplus  of  the  foreign  bank  holding  a  certificate  of  an- 

10  thority  to  operate  the  branch  established  under  this  section: 

U  Provided  further,  That  any  foreign  bank  which  has  more 

12  th&n  one  branch  established  and  operating  under  this  section 

13  in  any  State  shall  be  required  to  aggregate  the  accounts  of 

14  all  such  branches  in  such  State  for  the  purpose  of  computing 

15  any  limitations  or  restrictions  under  any  provision  referred 
IS  to  in  the  preceding  proviso, 

17  (i)  Additional  branches  in  any  State.— A  foreign  bank 

lg  with  a  single  branch  established  and  operating  under  this 

lg  section  in  any  State  may,  with  the  prior  approval  of  the 

20  Comptroller  and  pursuant  to  the  requirements  of  subsections 

21  (°")  -   (e) '  (f)>  aDQT   (g)  °f  tn's  section)  retain  or  establish 

22  aid  operate  additional  branches  in  the  State  in  which  such 

23  branch  is  located  on  the  same  terms  and  conditions  and  snb- 

24  ject  to  the  same  limitations  and  restrictions  as  are  applicable 

25  to  the  establishment  of  branches  by  a  national  bank  if  the 
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1  principal  office  of  such  national  bank  were  located  at  the 

2  same  place  as  the  initial  branch  in  such  State  of  such  foreign 

3  bank. 

4  (j)    Change  of  name  or  location. — Any  foreign  bank 

5  holding  a  certificate  of  authority  issued  pursuant  to  this  sec- 

6  tion  must  secure  an  amended  certificate  of  authority  if  it 

7  changes  its  corporate  name  or  changes  the  duration  of  its 
S  corporate  existence,  on  such  application  forms  and  under  such 
9  rules  and  regulations  as  the  Comptroller  may  prescribe.  Any 

10  foreign  bank  holding  a  certificate  of  authority  issued  pursuant 

11  to  this  section  may  not  change  the  location  of  any  branch 

12  established  and  operating  under  this  section  without  obtain- 

13  ing  the  prior  approval  of  the  Comptroller  and  no  change  of 

14  location  shall  be  valid  until  the  Comptroller  shall  have  issued 

15  his  certificate  of  approval  of  the  same. 

16  (k)  Accounts. — The  accounts  of  each  branch  established 

17  and  operating  under  this  section  shall  be  conducted  inde- 

18  pendently  of  the  accounts  of  the  principal  office  of  the  foreign 

19  bank  and  its  branches  outside  the  United  States. 

20  (1)  Examinations  and  reports — penalties. —  (1)  The 
.21  Comptroller   shall   appoint   examiners   who    shall   examine 

22  every  branch  established  and  operating  under  this  section 

23  at  least  once  in  every  calendar  year  and  any  such  examiner 
2-1  shall  have  all  of  the  powers  of  an  examiner  of  national  banks. 
25  The  cost  of  such  examinations  shall  be  assessed  against  and 
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1  paid  by  the  foreign  bank  holding  the  certificate  of  authority 

2  to  operate  such  branch  hosed  on  the  assets  of  its  branch  as 

3  determined  under  subsection   (k)   of  this  section. 

4  (2)   Every  foreign  bank  holding  a  certificate  of  au- 

5  thority  issned  pursuant  to  this  section  shall  make  reports  of 
g  condition  for  each  branch  established  and  operating  under 
7  this  section  to  the  Comptroller  in  accordance  with  lie  pro- 
g  visions  of  the  Federal  Deposit  Insurance  Act.  The  Comp- 
9  troller  may  call  for  additional  reports  of  condition,  in  such 

10  form  and  containing  such  information  as  he  may  prescribe, 

11  on  dates  to  be  fixed  by  him,  and  may,  from  time  to  time,  re- 

12  quire  special  reports  under  oath  to  keep  him  informed  as  to 

13  whether  the  provisions  of  this  section  and  regulations  or 

14  orders  issued  under  this  section  have  been  complied  with. 

15  (3)    Every  foreign  bank  holding  a  certificate  of  au- 

16  thority  issued  pursuant  to  this  section  which  fails  to  make 

17  any  report  required  by  this  subsection  shall  be  subject  to  a 

18  penalty  of  $100  for  each  day  after  the  periods  respectively 

19  therein  mentioned,  that  it  delays  to  make  and  transmit  such 

20  report.  All  sums  of  money  collected  for  such  penalties  shall 
2i  be  paid  into  the  Treasury  of  the  United  States,  after  deduc- 

22  tion  of  the  costs  incurred  in  their  collection. 

23  (m)    Capital  equivalency. — Upon  the   opening  of  a 

24  branch  in  any  State  and  thereafter,  a  foreign  bank  holding 

25  a  certificate  of  authority  issued  pursuant  to  this  section  shall 
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1  keep  on  deposit,  in  accordance  with  such  rules  and  regula- 

2  tions  as  the  Comptroller  may  prescribe,  with  such  national 

3  bank  in  the  State  where  such  branch  is  located  and  as  such 

4  foreign  bank  may  designate  and  the  Comptroller  may  ap- 

5  prove,  investment  securities  of  the  type  that  may  be  held  by 

6  national  banks  for  their  own  account  pursuant  to  paragraph 

7  "Seventh"  of  section  5136  of  the  Revised  Statutes,  as 

8  amended,  equal  to  an  aggregate  amount,  based  upon  prin- 

9  cipal  amount  or  market  value,  whichever  is  lower,  in  the  case 

10  of  the  above-described  securities,  of  not  less  than  the  greater 

11  of  that  amount  of  capital  which  would  be  required  of  a  na- 

12  tional  bank  being  organized  at  that  location,  or  5  per  centum 

13  of  the  total  liabilities  of  such  branch,  including  acceptances, 

14  but  excluding  (1)  accrued  expenses,  and  {2}  amounts  due 

15  and  other  liabilities  to  other  offices,  branches,  or  agencies  of, 

16  and  wholly  owned  (except  for  directors'  qualifying  shares) 

17  subsidiaries  of,  such  foreign  bank:  Provided,  however,  That 

18  the  Comptroller  may  from  time  to  time  require  that  the  assets 

19  deposited  pursuant  to  this  subsection  may  be  maintained  in 

20  such  amount  as  he  may  deem  necessary  or  desirable,  for  the 

21  maintenance  of  a  sound  financial  condition,  the  protection  of 

22  depositors  and  the  public  interest.  The  deposit  shall  be  main- 

23  tained  with  any  such  national  bank  pursuant  to  a  deposit 

24  agreement  in  such  form  and  containing  such  limitations  and 

25  conditions  as  the  Comptroller  may  prescribe.  So  long  as  it 
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1  continues  business  in  the  ordinary  course  sueh  foreign  bank 

2  shall,  however,  be  permitted  to  collect  interest  on  the  securi- 

3  ties  so  deposited  and  from  time  to  time  exchange,  examine, 

4  and  compare  such  securities. 

5  (n)  Domestic  assets. — The  Comptroller  shall  have  the 

6  power  to  require  every  foreign  bank  holding  a  certificate  of 

7  authority  issued  pursuant  to  this  section  to  hold,  under  such 

8  rules  and  regulations  as  the  Comptroller  may  prescribe,  in 

9  any  State  where  it  has  established  a  branch  under  this  sec- 

10  tiou,  currency,  bonds,  notes,  debentures,  drafts,  bills  of  ex- 

11  change  or  other  evidences  of  indebtedness  or  other  oliliga- 

12  tions  payable  in  the  United  States  or  in  United  States  funds 

13  in  an  amount  which  the  Comptroller  shall  prescribe  as  neces- 
11  sary  in  order  to  protect  domestic  depositors  and  creditors  of 

15  any  branch  established  under  this  section. 

16  {o)  Revocation  of  certificate  of  authority. — Any  certifi- 

17  cate  of  authority  issued  to  a  foreign  bank  pursuant  to  this  sec- 

18  tion  shall  be  revoked  when  voluntarily  surrendered  by  such 

19  foreign  bank  or  when  such  foreign  bank  is  dissolved  or  its 

20  authority  or  existence  is  otherwise  terminated  or  canceled  in 

21  the  country  of  its  organization,  and  if  at  any  lime  the  Comp- 

22  troller  is  of  the  opinion  or  has  reasonable  cause  to  believe 

23  that  such  foreign  bank  has  violated  or  failed  to  comply  with 

24  any  of  the  provisions  of  this  section  or  any  of  the  rules,  regu- 

25  lations,  or  orders  of  the  Comptroller  made  pursuant  thereto, 
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1  the  Comptroller  shall  have  the  power,  after  notice  and  oppor- 

2  tunity  for  hearing,  to  revoke  the  certificate  of  authority  of  a 

3  foreign  bank  to  operate  any  branch  under  this  section.  The 

4  Comptroller  may  restore  any  such  certificate  of  authority 

5  upon  due  proof  of  compliance  with  the  provisions  of  this  sec- 

6  tion  and  the  rules,  regulations,  or  orders  of  the  Comptroller 

7  made  pursuant  thereto. 

8  (p)  Receivership. — Whenever  the  Comptroller  has  re- 

9  voked  the  certificate  of  authority  of  a  foreign  bank  to  operate 

10  any  branch  under  this  section,  or  whenever  any  creditor 

11  of  any  such  foreign  bank  shall  have  obtained  a  judgment 

12  against  it  hi  any  court  of  record  of  the  United  States  or 

13  any  State  of  the  United  States  and  made  application,  aocom- 

14  panied  by  a  certificate  from  the  clerk  of  the  court  stating 

15  that  such  judgment  has  been  rendered  and  has  remained 

16  unpaid  for  the  space  of  thirty  days,  or  whenever  the  Comp- 

17  troller  shall  become  satisfied  of  the  insolvency  of  such  foreign 
IS  bank,  he  may,  after  due  consideration  of  its  affairs,  in  any 

19  such  case,  appoint  a  receiver  who  shall  take  possession  of 

20  all  the  property  and  the  assets  of  such  foreign  bank  in  any 

21  State  of  the  United  States.  Thereafter  the  receiver  shall 

22  exercise  the  same  rights,  privileges,  powers,  and  authority 

23  with  respect  to  such  property  and  assets  of  such  foreign 

24  bank  as  are  now  exercised  by  receivers  of  national  banks 

25  appointed  by  the  Comptroller. 
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1  (q)    Regulations. — The  Comptroller  is  authorized  and 

2  empowered  to  issue  such  rules,  regulations,  and  orders  as  he 

3  may  deem  necessary  to  enforce  compliance  with  the  pro- 

4  visions  of  this  section,  to  prevent  evasions  thereof,  and  to 

5  insure  the  proper  exercise  of  the  powers  granted  herein. 

6  (r)  Service  of  process. — Every  foreign  bank  holding  a 

7  certificate  of  authority  issued  pursuant  to  this  section  shall 

8  execute  and  file  with  the  Office  of  the  Comptroller  and  the 

9  applicable  State  bank  supervisory  authority  an  irrevocable 

10  appointment  of  an  agent  for  service  of  process  in  every  State 

11  where  it  has  established  a  branch  under  this  section.  Such 

12  irrevocable  appointment  shall  be  on  such  form  as  the  Comp- 

13  troller  may  prescribe. 

14  If  any  such  agent  shall  be  removed,  resign,  or  die,  be- 

15  come  insane  or  otherwise  incapable  of  acting,  it  shall  be  the 

16  duty  of  such  foreign  bank  to  appoint  another  agent  in  his 

17  place,  and  until  such  appointment  shall  have  been  made,  or 

18  during  the  absence  of  any  officer,  or  other  agent  of  such  for- 

19  eign  bank  from  the  applicable  State,  service  of  process  may 

20  be  made  upon  the  Comptroller,  any  Deputy  Comptroller 
2i  of  the  Currency,  or  upon  any  person  authorized  by  the 

22  Comptroller  to  receive  such  service  of  process.  If  any  process 

23  is  served  on  the  Comptroller,  he  shall  immediately  cause  a 

24  copy  thereof  to  be  either  delivered  personally  to  such  for- 

25  eign  bank  by  a  person  and  in  the  manner  authorized  to  serve 
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1  process  by  law  in  the  jurisdiction  where  service  is  nude,  or 

2  forwarded  by  registered  mail  addressed  to  such  foreign  bank 

3  at  the  post  office  address  specified  for  mailing  process  as  the 

4  same  appears  on  the  Comptroller's  records,  or  if  no  address 

5  is  there  specified  to  Ibe  bank  supervisory  authority  of  die 

6  country  of  such  foreign  bank's  organization.  Nothing  in  this 

7  section  limits  or  affects  the  right  to  serve  any  process,  noiice 

8  of  demand  required  or  permitted  by  law  to  be  served  upon 

9  a  foreign  corporation  in  any  other  manner  now  or  hereafter 

10  permitted  by  law. 

11  The  Comptroller  shall  keep  a  record  of  all  processes 

12  served  upon  him  by  this  subsection  and  shall  record  therein 

13  the  time  of  such  service  and  his  action  with  reference  thereto. 
11  (s)  Venue  of  suits. — Actions  and  proceedings  under  this 

15  section  against  any  foreign  bank  holding  a  certificate  of  au- 

16  thority  issued  pursuant  to  this  section  may  be  had  in  any 

17  circuit  or  district  court  of  the  United  States  held  within 

18  the  district  in  which  any  branch  established  under  this  sec- 

19  tion  is  located,  or  in  any  State,  county,  or  municipal  court  in 

20  the  county  or  city  in  which  such  branch  is  located  having 

21  jurisdiction  in  similar  cases. 

22  (t)  Civil  penalties.— Any  foreign  bank  holding  a  cer- 

23  tificate  of  authority  issued  pursuant  to  this  section  which  vio- 

24  lntes  or  fails  to  comply  with  any  provision  of  mis  section,  or 

25  any  rule,  regulation,  or  order  of  the  Comptroller  issued  pur- 
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1  suant  thereto,  is  subject  to  a  penalty  of  not  less  than  $1,000 

2  nor  more  than  $5,000  for  each  and  every  offense,  for  each 

3  day  in  which  the  violation  or  failure  to  comply  continues.  AU 

4  sums  of  money  collected  for  such  penalties  shall  be  paid  into 

5  the  Treasury  of  the  United  States,  after  deduction  of  the  costs 

6  incurred  in  their  collection.  The  civil  penalties  provided  in 

7  this  subsection  shall  be  in  addition  to  all  other  civil  remedies 

8  and  criminal  penalties  provided  by  law. 

9  (u)  Criminal  penalties. — Any  foreign  hank  holding  a 

10  certificate  of  authority  pursuant  to  this  section  which  will- 

11  fully  violates  any  provision  of  this  section,  or  any  rule,  reg- 

12  nlation,  or  order  issued  by  the  Comptroller  pursuant  thereto, 

13  shall  upon  conviction  be  fined  not  more  than  $1,000  for  each 

14  day  during  which  the  violation  continues.  Any  individual 

15  who  willfully  participates  in  a  violation  of  any  provision 
13  of  this  section  shall  upon  conviction  be  fined  not  more  than 

17  $10,000  or  imprisoned  not  more  man  one  year,  or  both. 

18  JURISDICTIONAL  AMENDMENTS 

19  Sec.  19.  Title  28,  United  States  Code,  is  amended  by 

20  adding  the  following  new  sections : 

21  "§  1364.  Foreign  banks  as  party 

22  "The  district  courts  shall  have  original  jurisdiction  of 

23  any  civil  action  commenced  by  the  United  States,  or  by  di- 

24  rection  of  any  officer  thereof,  against  any  foreign  bank  arising 

25  out  of  the  business  of  any  branch  of  such  foreign  bank  estab- 
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1  lished  and  operating  under  section  18  of  the  Foreign  Bank 

2  Act  of  1975,  any  civil  action  against  any  foreign  bank  to 

3  wind  up  the  affairs  of  any  such  branch,  and  any  action  by 

4  such  a  foreign  bank  in  the  district  for  which  the  court  is 

5  held  under  section  18  of  the  Foreign  Bank  Act  of  1975  to 

6  enjoin  the  Comptroller,  or  any  receiver  acting  under  his 

7  direction,  as  provided  by  such  section. 

8  "§  1407.  Acts  by  foreign  banks  to  enjoin  Comptroller 

9  "Any  civil  action  by  a  foreign  bank  arising  out  of  the 

10  business  of  a  branch  established  under  section  18  of  the  For- 

11  eign  Bank  Act  of  1975  to  enjoin  the  Comptroller  under  the 

12  provisions  of  any  Act  of  Congress  relating  to  the  business  of 

13  any  such  branch,  may  be  prosecuted  in  the  judicial  district 

14  where  such  branch  of  such  foreign  bank  is  located." 

15  UNITED  STATES  CRIMINAL   CODE  AMENDMENTS 

16  Sec.  20.  Title  13,  United  States  Code,  is  amended  by 

17  adding  the  following  new  sections : 
IS  "§16.  Member  bank 

19  "The  term  'member  bank',  as  used  in  this  title,  includes 

20  any  branch  or  agency  of  a  foreign  bank  that  is  a  member  of 

21  the  Federal  Reserve  System. 

22  "§  17.  National  bank 

23  "The  term  'national  bank',  as  used  in  this  title,  includes 

24  any  branch  of  a  foreign  bank  established  and  operating  under 

25  section  13  of  the  Foreign  Bank  Act  of  1975." 
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1  HANK  PBOTBCTION   ACT  AMENDMENTS 

2  Sec.  21.  Section  2  of  the  Bank  Protection  Act  of  1908 

3  (12  U.S.C.  1881)  is  amended— 

&  (1)   by  inserting  the  following  in  paragraph    (1) 

5  after  "national  hanks"  and  before  "and  district  banks"; 

6  ",  any  branch  of  a  foreign  bank  established  and  operat- 

7  ing  under  section  18  of  the  Foreign  Bank  Act  of  1975,"; 

8  and 

9  (2)   by  inserting  the  following  in  paragraph    (2) 

10  after  "State  banks"  and  before  "which  are  members  of 

11  the  Federal  Reserve  System";  "and  any  branch  or 

12  agency  of  a  foreign  bank  established  or  operating  under 

13  the  laws  of  any  State". 

14  TBTJTI1-IN-LENDING  ACT  AMENDMENTS 

15  Sec.  22.  Section  108  of  the  Tnith-in-Lending  Act  (12 
li>     U.S.C.  1607 )  is  amended— 

17  (1)  by  inserting  after  the  words  "national  banks" 

18  in  subparagraph   (A)   of  paragraph    (1)   of  subsection 

19  (a)  the  following:  "and  branches  of  foreign  banks  es- 

20  tablished  and  operating  under  section  18  of  the  Foreign 

21  Bank  Act  of  1975";  and 

22  (2)  by  inserting  after  the  words  "national  banks" 

23  within  the  parenthesis  in  subparagraph   (B>)   of  para- 

24  graph    (1)    of  subsection    (a),  the  following:    "and 
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1  branches  of  foreign  banks  established  and  operating  un- 

2  der  section  18  of  the  Foreign  Bank  Act  of  1975". 

3  FAIB  CREDIT  REPORTING  ACT  AMENDMENTS 

4  8ec.  23.  Section  621  of  the  Fair  Credit  Reporting  Act 

5  (12  U.S.C.  1681s)  is  amended— 

6  (1)   by  inserting  after  the  words  "national  banks" 

7  in  subparagraph  (A)  of  paragraph  (1)   of  subsection 

8  (b)  the  following:  "and  branches  of  foreign  banks  es- 

9  tablished  and  operating  under  section  18  of  the  Foreign 
10.  Bank  Act  of  1975";  and 

11  {2)  by  inserting  after  the  words  "national  banks" 

12  within  the  parenthesis  in-  subparagraph    (B)    of  para- 

13  graph    (1)    of    subsection    (b)    the    following:    "and 

14  branches  of  foreign  banks  established  and  operating 

15  under  section  18  of  the  Foreign  Bank  Act  of  1975". 

16  INTERNATIONAL  INFORMATION  AGREEMENTS 

1'  Sec.  24.  Notwithstanding  any  other  provision  of  law,  the 

18  Board  of  Governors  of  the  Federal  Reserve  System,  the 

19  Comptroller  of  the  Currency,  and  the  Federal  Deposit  Insur- 

20  ance  Corporation  are  hereby  authorized  to  make  available, 

21  under  such  conditions  as  they  may  prescribe,,  upon  request, 

22  examination,  operating,  or  condition  reports,  or  other  infor- 

23  mation,  in 'their  possession  of  State  and  National  banks 
2*  '  to  the  banking  supervisory  authority  of  a  foreign  country 
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1  in  which  such  bank  has  or  proposes  to  have  a  branch,  agency, 

2  office,  or  banking  subsidiary,  including  any  banking  affiliate 

3  which  is  to  be  in  the  form  of  &  joint  venture  between  such 

4  bank  and  any  other  person,  firm,  or  corporation:  Provided, 

5  That  any  of  the  foregoing  information  may  only  be  made 

6  available  to  such  foreign  banking  supervisory  authority  upon 

7  the  condition  that  such  foreign  banking  supervisory  authority 

8  shall  make  available  upon  request  to  the  Board  of  Governors 

9  of  the  Federal  Reserve  System,  the  Comptroller  of  the  Cur- 
io rency,  and  the  Federal  Deposit  Insurance  Corporation  its 

11  examination,  operating,  or  condition  reports  or  other  infor- 

12  mation  in  its  possession  of  banks  organized  or  operating 

13  under  the  laws  of  such  foreign  country  which  engage  or  pro- 

14  pose  to  engage  in  a  joint  venture  banking  affiliate  with  a 

15  State  or  National  bank,  whether  in  the  United  States  or 

16  such  foreign  country,  or  which  do  business  or  propose  to 

17  do  business  through  a  branch,  agency,  office,  or  banking 

18  subsidiary  in  the  United  States:  Provided  further,  That 

19  any  such  arrangement  shall  be  contingent  on  the  condition 

20  that  the  Board  of  Governors  of  the  Federal  Beserve  System, 

21  the  Comptroller  of  the  Currency,  the  Federal  Deposit  Insnr- 

22  a-nce  Corporation,  and  such  foreign  banking  supervisory  au- 

23  thority  shall  not  disclose  or  otherwise  make  such  reports 

24  available  to  any  person  not  an  officer,  employee,  or  agent 

25  of  the  Board  of  Governors  of  the  Federal  Beserve  System, 
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1  of  any  Federal  Reserve  bank,  of  the  Comptroller  of  the  Cur- 

2  rency,  of  the  Federal  Deposit  Insurance  Corporation,  or  of 

3  such  foreign  banking  supervisory  authority. 

4  FEDERAL   BANKING  .LICENSE 

5  Sec,  25.  {a)  Definitions. — For  the  purposes  of  this  sec- 

6  tion,   the   terms   "bank",    "company",   "control",   "foreign 

7  hank",  "foreign  country",  and  "subsidiary"  shall  have  the 

8  meanings  assigned  to  them  in  section  2  of  the  Bank  Holding 

9  Company  Act  of  1956,  as  amended.  The  term  "Comptroller" 

10  means  the  "Comptroller  of  the  Currency". 

11  (b)  Requirement  of  License. — In  addition  to  any  other 

12  requirements  imposed  under  the  laws  of  the  United  States, 

13  any  State  of  the  United  States,  or  the  District  of  Columbia, 

14  no  foreign  bank  or  group  of  foreign  banks,  and  no  company 

15  (1)  which  is  organized  under  the  laws  of  a  foreign  country 

16  and  which  controls  a  foreign  bank,  (2)  which  is  a  subsidi- 

17  ary  of  a  foreign  bank,  or   (3)   of  which  control  is  held,  di- 

18  rectly  or  indirectly,  by  the  shareholders  of  a  foreign  bank, 

19  the  majority  of  whom  are  not  citizens  of  the  United  States 

20  or  companies  controlled  by  citizens  of  the  United  States, 

21  shall,  directly  or  indirectly,  control,  establish,  operate,  or- 

22  ganize,  acquire  all  or  substantially  all  of  the  assets  of,  or 

23  merge  or  consolidate  with,  as  the  case  may  be,  any  bank 

24  located  in  any  State  of  the  United  States  or  the  District  of 

25  Columbia  unless  such  foreign  bank,  group  of  foreign  banks 
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1  or  company,  as  the  case  may  be,  shall  have  received  a  Fed- 

2  eral  banking  license  to  directly  or  indirectly  control,  estab- 

3  lish,  operate,  organize,  acquire  all  or  substantially  all  of  the 

4  assets  of,  or  merge  or  consolidate  with  such  bant  issued  by 

5  the  Comptroller  under  this  section,  or  shall  have  received  a 

6  certificate  issued  by  the  Comptroller  under  section  5169  of 

7  the  Revised  Statutes,  as  amended,  or  section  18  of  the  For- 

8  eign  Bank  Act  of  1975:  Provided,  That  any  such  foreign 

9  bank,  group  of  foreign  banks,  or  company  shall  not  be  re- 

10  quired  to  apply  for  a  Federal  banking  license  under  this  sec- 

11  tion  for  any  bank  directly  or  indirectly  controlled,  estab- 

12  lished,  operated,  organized,  merged  or  consolidated,  or  all 
33  or  substantially  all  of  the  assets  of  which  were  acquired  on 

14  or  before  the  date  of  enactment  of  the  Foreign  Bank  Act  of 

15  1975,  if,  within  one  hundred  and  eighty  days  after  the  date 

16  of  enactment  of  the  Foreign  Bank  Act  of  1975,  such  for- 

17  eign  bank,  group  of  foreign  banks,  or  company  shall  register 

18  with  the  Comptroller  on  forms  prescribed  by  the  Comptroller, 

19  which  shall  include  such  information  with  respect  to  the  fi- 

20  nancial  condition  and  operations,  and  management  of  such 

21  foreign  bank,  group  of  foreign  banks,  or  company  and  such 

22  bank  or  banks,  as  the  Comptroller  may  deem  necessary  or 

23  appropriate  to  carry  out  the  purposes  of  this  section. 

24  (c)    Requirements   of  application. — A   foreign  bask, 

25  group  of  foreign  banks,  or  company,  in  order  to  obtain  a 
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1  Federal  banking  license  under  this  section,  shall  make  appli- 

2  cation  therefor  to  the  Comptroller  which  application  shall 

3  include  such  information  as  the  Comptroller,  in  his  discre- 

4  tion,  may  prescribe  as  necessary  or  appropriate  to   carry 

5  out  the  purposes  of  this  section. 

6  Such   application  shall   be  made   on  forms  prescribed 

7  and  furnished. by  the  Comptroller  and  shall  be  duly  executed 

8  by  one  or  more  of  the  principal  officers  of  the  applying 

9  foreign  bank  or  company,  or  of  each  applying  foreign  bank 

10  in  a  group  of  foreign  banks. 

11  (d)    Authority  vested  in  the  Secretary  of  the  Treas- 

12  ury. — Upon  receipt  of  an  application  for  a  Federal  banking 

13  license  under  this  section,  the  Comptroller  shall  retain  a 

14  copy  thereof  and  shall  transmit  the  original  application  to  the 

15  Secretary  of  the  Treasury,  who  is  authorized  and  empowered 

16  to  approve  the  issuance  by  the  Comptroller  of  any  Federal 

17  banking  license  under  this  section.  The  Comptroller  shall  also 

18  transmit  a  copy  of  an  application  for  a  Federal  banking  li- 

19  cense  under  this  section  to  the  Secretary  of  State  of  the 

20  United  States  and  the  Board  of  Governors  of  the  Federal 

21  Reserve  System,  who  shall  submit  their  views  and  recom- 

22  mendations  to  the  Secretary  of  the  Treasury  within  thirty 

23  days  after  the  date  of  receipt  of  the  application. 

24  (e)  Factore  to  be  considered. — The  Comptroller  shall 

25  not  issue  a  Federal  banking  license  to  a  foreign  bank,  group 
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1  of  foreign  banks,  or  company  under  this  seetion  if  the  Secre- 

2  tary  of  the  Treasury,  after  taking  into  account  the  views  and 

3  recommendations  of  the  Secretary  uf  State  and  Board  of 

4  Governors  of  the  Federal  Reserve  System,  determines  that 

5  the  issuance  of  a  Federal  banking  license  would  adversely 

6  affect  the  domestic  or  foreign  commerce  of  the  United  States, 

7  or  would  otherwise  not  be  in  the  interests  of  the  United 

8  States.  In  every  application,  the  Secretary  of  the  Treasury 

9  shall  also  take  into  consideration  the  views  and  recommenda- 

10  tions  of  the  Comptroller  on  the  financial  and  managerial  re- 

11  sources  and  future  prospects  of  the  applicant  and  hank  con- 

12  ccrned,  and  the  convenience  and  needs  of  the  community  to 

13  be  served. 

14  (f)  Federal  banking  license. — If,  upon  a  careful  exami- 

15  nation  of  the  facts  so  reported,  and  of  any  other  facts  which 

16  may  come  to  the  knowledge  of  the  Secretary  of  the  Treasury, 
1?  it  appears  to  the  Secretary  of  the  Treasury,  after  taking  into 

18  account  the  views  and  recommendations  of  the  Secretary  of 

19  State  and  the  Board  of  Governors  of  the  Federal  Reserve 

20  System,  that  such  foreign  bank,  group  of  foreign  banks,  or 

21  company  is  lawfully  entitled  directly  or  indirectly  to  control, 

22  establish,  operate,  organize,  acquire  all  or  substantially  all 

23  of  the  assets  of,  or  merge  or  consolidate  with  such  bank 

24  under  this  section,  the  Secretary  of  the  Treasury  shall  direct 

25  the  Comptroller  to  issue  a  Federal  banking  license  to  such 
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1  foreign  bank,  group  of  foreign  banks,  or  company,  under  his 

„  hand  and  official  seal,  authorizing  such  foreign  hank,  group  of 

„  foreign  banks,  or'  company,  directly  or  indirectly,  to  control, 

,  establish,  operate,  organize,  acquire  all  or  substantially  all  of 

_  the  assets  of,  or  merge  or  consolidate  with  such  bank, 

r  (g)    Revocation   of   Federal   Banking   License. — Any 

r.  Federal  banking  license'  issued  to  a  foreign  bank,  group  of 

o  foreign  banks,  or  company  pursuant  to  this  section  shall  be 

o  revoked  when  any  other  approval,  certificate,  charter,  or 

10  license  it  may  have  to  directly  or  indirectly  control,  estab- 

H  lish,  operate,  organize,  acquire  all  or  substantially  all  of  the 

12  assets  of,  or  merge  or  consolidate  with  the  bank  for  which 

13  the  license  has  been  issued,  has  been  revoked,  canceled,  or 
j4  otherwise  terminated  under  the  laws  of  the  United  States, 
15  any  State  of  the  United  States,  or  the  District  of  Columbia. 
15  {h)   Regulations. — The  Secretary  of  the  Treasury  and 

17  the  Comptroller  are  authorized  and  empowered  to  issue  such 

18  rules,  regulations,  and  orders  as  each  of  them  may  deem  nec- 

19  essary  in  performing  their  respective  duties  and  functions 

20  under  this  section  to  enforce  compliance  with  the  provisions 
2i  of  this  section,  to  prevent  evasions  thereof,  and  to  insure  the 

22  proper  exercise  of  the  powers  granted  therein. 

23  (!)  Criminal  Penalties. — Any  foreign  bank  or  company 

24  which  willfully  violates  any  provision  of  this  section  or  any 

25  rule,  regulation,  or  order  issued  by  the  Secretary  of  the 
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1  Treasury  or  the  Comptroller  pursuant  thereto  shall  upon 

2  conviction  be  fined  not  more  wan  $1,000  for  each  day  during 

3  which  the  violation  continues,  and  any  individual  who  will- 

4  fully  participates  in  a  violation  of  any  provision  of  this  sec- 

5  tion  shall  upon  conviction  be  fined  not  more  than  $10,000 

6  or  imprisoned  not  more  than  one  year,  or  both. 

7  SEPARABILITY 

8  SBC.  26.  If  any  provision  of  this  Act,  or  the  application 

9  of  such  provision  to  any  person  or  circumstance,  shall  be 

10  held  invalid,  the  remainder  of  the  Act,  and  the  application 

11  of  such  provision  to  persons  or  circumstances  other  man 

12  those  to  which  it  is  held  invalid,  shall  not  be  affected 

13  thereby. 
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ninistrator  of  National  Banks 
Washington,  D.  C.  20219 
January  27,    1976 

Dear  Mr.  Chairman: 

I  am  pleased  to  respond  to  the  Committee's  request  for  the 
comments  of  the  Office  of  the  Comptroller  of  the  Currency  on 
8.   958,   a  bill  to  provide  for  federal  regulation  of  foreign 
banks'   activities  in  the  n.   S. 

The  bill  would  impose  uniform  requirements  on  foreign  banks 
operating  in  the  n.    S.   as  well  as  branches  or  agencies  of  foreign 
banks.      It  would  provide   for   the   exercise  of   this   control  by 
designating  as  a  bank  holding  company  any  foreign  bank  controll- 
ing  a  bank,    branch   or   agency  operating   in   the  U.    S.      All    foreign 
banks   seeking   to  participate   in   the  U.    S.    market  as   national  banks, 
state  banks,  branches  or  agencies  would  be  required  to  obtain  the 
approval  of   the   Comptroller  of   the   Currency   at   the   direction   of 
the  Secretary  of  the  Treasury  after  consultation  with  the  Secre- 
tary of  State   and   the  Federal   Reserve.      The   Comptroller  would 
also  be  authorized  to  charter  "Federal  branches"  of  foreign 
banks,    giving  them  all   the  powers   of   national  banks.      National 
banks  may  be  chartered  with  up  to  one  half  the  directors  being 
foreign  citizens. 

Federal  Reserve  membership  would  be  required  of  all  foreign 
banks    (including  branches   or   agencies)    having  worldwide   assets 
of   $500,000,000   or  more.      Membership  in   the   FDIC  would  also  be 
required  of   all  banks   regardless   of   size. 

Under  a  grandfather  clause,  all  U.  S.  operations  of  foreign 
banks  existing  on  December  3,  1974,  would  be  allowed  to  continue 
including  nonbanking  activities  which  would  be  prohibited  to 
foreign  banks  entering  the  u.  S.  after  that  date.  Grandfathered 
activities  of  foreign  banks  could  be  expanded  if  permitted  under 
State  law. 

While  there  is  much  in  this  bill  that  is  worthy  of  favorable 
consideration,   my   recent  visit  with  European   financial   leaders 
has   convinced  me  more   than   ever   that   legislation   in   this    area 
should  be   drafted   carefully   and   after  much   deliberation.      We  must 
assure,    for  example,    that  legislation  which  attempts  to  apply 
even-handed  treatment  to  foreign  banks  and  U.    S.   banks  does  indeed 
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accomplish   that  purpose   and   does   not   instead  invite   retaliation 
against  o.    S.   banks  operating  abroad  and  jeopardize  oar  foreign 
economic  policy.      At   any   rate,£my   impression   is   that   foreign 
banks,    like  our  own,    are   taking   a  hard  look  at  balance   sheet 
considerations  and,   therefore,    considerable  expansion  by  foreign 
banks  in  the  U.    S.    is  unlikely  in  the  year  ahead.! 


for  review  during  the  course  of  this  year  by  Committees  of  the 
Congress   or  Congress ionally- authorized  Commissions.      I   refer   to 
the  restrictions  of  the  Glass-Steagall  Act  and  the  application 
of  our   legal   constraints   on   interstate  branching.      Since   the 
aforementioned  balance  sheet  considerations  will  operate  as  a 
natural  governor  on  major   foreign  bank  expansion   in   the  United 
States  in  1976,   the  wise  course  would  seem  to  be  to  permit 
these  current  reviews  of  19  30 'r  policies  to  be  completed  before 
concluding  action  on  this  proposed  legislation. 


Sincerely , 


?J& 


James  E.  Smith 
roller  of  the  Currency 


Honorable  Thomas  J.  Hclntyre 
Chairman 

Subcommittee  on  Financial  Institutions  of  the 

Committee  on  Banking,  Housing  and  Urban  Affairs 
United  States  Senate 

Washington,  D.  C.   20510 
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STATEMENT  OF  THE  HEW  YORK  STOCK  EXCHANGE,    INC.   FILED  WITH 
THE  SUBCOMMITTEE   ON  FINANCIAL   INSTITUTIONS   OF  THE  SENATE 
BANKING,   HOUSING,   AND  URBAN  AFFAIRS   COMMITTEE  ON  S.    958 
FEBRUARY     4,    1976 

The   New  York   Stock  Exchange   appreciates   the   opportunity   to 
submit   Its   views  on  S.    958   --   the   proposed  Foreign   Bank  Act   --   to 
the   Subcommittee  on  Financial   Institutions  of   the   Senate   Banking, 
Housing,   and   Urban  Affairs   Committee. 

The  Exchange  supports  the  basic  provisions  of  the  proposed 
Foreign  Bank  Act.  The  activities  of  foreign  banks  operating  In 
the  United  States  should  be  subject  to  regulations  comparable  to 
those  applied  to  domestic-  banks.  This  Bill  goes  a  long  way  toward 
clarifying  the  present  hodge-podge  of  overlapping  and  conflicting 
requirements  —  and  does  so  without  imposing  restrictions  on  the 
international   flow  of  capital. 

while  in  general  support  of  this  legislation,   the  Exchange  has 
serious  reservations  regarding  the  provisions  of  the  Bill  which 
grandfather  securities  broker-dealer  affiliates  of  foreign  commercial 
banks   having  U.S.   banking  operations.      We  also  believe   that   the   ex- 
clusion of  joint  venture   arrangements    from  coverage  under  the   legis- 
lation  is   inappropriate.      Accordingly,   we   suggest   that   the   Bill  be 
revised  to  require  complete  divestiture  of  securities  broker -dealer 
affiliates   fro.'.,   those   foreign  commercial  bank   parents   having  U.S. 
banking  operations.      Such  divestiture  need  not  be   immediate,   but 
could  be   phased   in  over  a  reasonable   period  of   time   to  prevent  serious 
dislocations,    and  minimize   the   possibility  of  adverse   foreign  reaction 
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against  U.S.    financial   institution*  operating  abroad.     As   concerns 
joint  venture  arrangements,   these  arrangements  should  be  brought 
under  the   provisions   of  U.S.   banking   law. 

If,  upon  due  consideration,   it  is  determined  that  the  grand- 
father provisions   of   S.    958  should  be   retained,    the  Exchange   suggests 
that  the  Bill  be  revised  to  limit  the  future  expansion  of  U.S.  broker- 
dealers  which  are   1007.  owned  by   foreign   institutions  with  U.S.   banking 

I.      Need   fur  Comprehensive   Legislation  Controlling; 
Foreipn   Banking   Operations    in   the   United   States 

There  can  be  little  doubt  of  the  need  for  the  proposed  legis- 
lation.     The  existing   pattern  of  U.S.    regulation  of   foreign  banks 
is   clearly   Inadequate.      Few  domestic   branches   or  agencies   of   foreign 
banks   are  members   of  the   Federal  Reserve   System,   making   the   Imple- 
mentation of  monetary  policy  all   the   more   difficult.      World  finan- 
cial  markets   have  become   increasingly   integrated,   and   the   trans- 
mission of  changing   money  and  credit   conditions   among  national 
economies   has  been  greatly   accelerated.      U.S.   monetary  authorities 
must  be   in  a   position   to   influence   International  money   flows  when 
those  flows  conflict  with  domestic  economic  policy  objectives.     The 
absence  of  comprehensive   legislation   in   this   area   leaves   the   Federal 
government  with  a   limited  role   in   the  regulation  and  supervision 
of   foreign  bank  activity. 

Instead  of  being  subject  to  Federal  regulation,  most  foreign 
banks  now  operate  under  the   laws   of  the  various   states.      These   law 
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are   often   inconsistent   in   that,    for   example,    some  states  preclude 
foreign  banks   from  entry,   while  others   restrict   Cheir   form  of  organi- 
zation or   range  of   permissible  activities.      Further,   by  careful 
choice   of  organizational   form,    foreign  banks   are  able   to  engage   in 
multistate   deposit   banking   —   an  option   foreclosed   to   domestic  banks. 
Also,    foreign  banks   operating   in   this   country   through  branches   or 
agencies   are   not   subject   to  the  jurisdiction  of   the    Bank  Holding 
Company  Act   as   it   relates   to  non-bank  activities.      This   latter  de- 
ficiency enables  foreign  commercial  banks  to  have  a  combination  of 
securities   and  banking   operations    in   the   U.S.,    in   forms  which  are 
expressly   forbidden  to  U.S.    banking   institutions   under   the   Glass- 
Steagall  Act.      Securities   broker-dealers   affiliated  with  foreign 
banks   may  have   a  competitive  edge   over   those   not  having  such  affili- 
ations;  moreover,    foreign  banks  may  have   an  unwarranted  competitive 
advantage   over  domestic   banks.      This   may  not  be   consistent  with  a 
national   policy  which  aims   to  place  all  entities  vying   for   the   same 
business   on  an  equal   competitive   footing, 

II.      Position  of   the   Mew  York   Stock   Exchange   on  the   Grand- 
fathering  of   Securities   Broker-Dealer  Affiliates   of 
Foreign   Banks  with  U.S.    Banking   Operations 

While  we   support   the  broad   purpose   of   the  Foreign   Bank  Act, 
the   Exchange  has   serious   reservations   regarding   the   Section  4   pro- 
visions  relating   to   the  grandfathering   of  securities   affiliates   of 
forgign  banks  with  U.S.   commercial  banking  activities.      Under 
Section  4(3}   of     S.    958,   broker-dealer  affiliates   of   foreign   com- 
mercial  banks  with  existing   U.S.    banking  operations  would  be 
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permanently  grandfathered.      Foreign  banks  not  having  such  affiliates 
prior  to  the  grandfathering  date   (December  3,   1974)  would  be  pre- 
cluded from  establishing  such  subsidiaries  in  the  future,  or  from 
buying  a   controlling' interest   in  an  already  established  broker- 

The   New  York  Stock  Exchange  believes   that  the   securities 
broker-dealer  affiliates   of   foreign  banks   currently  operating  in 
the   U.S.    should  not   be  grandfathered.      Rather,   all   foreign  banks 
and  their  affiliates   should  choose  between  doing   a   commercial  or 
investment  banking  business   in   this   country   —  just  as   their 
American  counterparts   must   do  under   the  Glass -Steagall  Act. 

In  brief,    the   permanent  grandfathering   of  securities   broker- 
dealer  affiliates   of   foreign  banks   operating   in   the  U.S.  would: 

•  continue  to  circumvent  the  explicit  provisions  of  the 
Glass-Steagall  Act  prohibiting  any  organization  from 
providing  both  commercial   banking  and   Investment  banking 

•  continue   indefinitely  the   disadvantage  which  domestic 
banks   and  domestic   broker -dealers   have  with  their   for- 
eign counterparts  currently  operating  In  the  United 
States; 

•  conflict  with  Federal  Reserve  decisions    limiting  the 
ability  of  foreign  bank/bank  holding  companies  to  form  . 
securities   broker-dealer   affiliates. 
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A.  Erosion   of  Glass-Steagall   prohibitions 

By  permanently   excluding  existing   securities   broker-dealer 
affiliates   of   foreign  bank  holding  companies,    the   proposed   legis- 
lation would   sanction   the  avoidance   of  the   Glass-Steagall  Act's 
explicit  restrictions   on  the   co-mingling  of  commercial   and   invest- 
ment  banking   operations   in  the   United  States.      Section  21  of   this 
landmark   legislation  makes    it   illegal   for: 

"...any  person,    firm,   corporation,   association,   business 
trust  or  similar  organization,   engaged   in   the   businesa 
of   issuing,   underwriting,    selling,   or   distributing  at 
wholesale  or  retail,  or  through  syndicate  participation, 
stocks,   bonds,   debentures,   notes,    or   other  securities, 
to  engage   at   the   same   time   to  any  extent  whatever  in  the 
business   of  receiving  deposits   subject   to  check  or  to 
repayment  upon   presentation  of  a   passbook,    certificate 
of  deposit,    or  other  evidence   of  debt,    or  upon  request 
of  the  depositor." 

Though  nearly   forty  years   have   elapsed  since  passage  of   the 
Glass-Steagall  Act,    the  reasons   for   this   provision  are   still  rele- 
vant.    The  Inherent  conflict  of  interest  between  commercial  banking 
and   Investment  banking   activities   could   lead   to  questionable   finan- 
cial  practices    if   such  joint   operations  were   permitted.      In   light 
of   the  clear   possibility  for  abuse,    the  separation  of  commercial. 
banking   from  investment  banking  remains   a  valid   principle  within 
the  U.S.   economic  structure  and  should  apply  to  foreign  as  well  as 
domestic   bsnks. 

B.  Unfair  Competition  to  U.S.    Banks   and   Broker -Dealer a 

The  permanent  grandfathering  of  the  securities  broker-dealer 
affiliates   of   foreign  banks   operating   in   the  U.S.   will  give   foreign 
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financial   institutions   an  unfair  competitive   advantage   in  the   U.S. 
marketplace.      In  particular,  a  foreign  bank  with  a  broker-dealer 
subsidiary  would  be   able   to  offer   its   customers   means   of  financing 
not  available  to  customers  of  competitive  domestic  banks,  namely 
underwriting  facilities.     Accordingly,   the  broker-dea ler  affiliate 
could  be   the   recipient  of  business   that  otherwise  would  have  been 
directed  to  domestic   broker-dealers.      Further,   under   this   legisla- 
tion,  a   foreign  commercial   banking  parent  would   be   able   to  sub- 
sidize  its   U.S.    broker-dealer  affiliate,   enabling   the  affiliate 
to  charge   lower  commission  and  underwriting   rates   than  are  charged 
by  competing  domestic   U.S.    broker-dealers. 

It   should  be  noted   that   the  Federal   Reserve   Board,   in   its 
submission  accompanying   this   draft   legislation,   proposed  the   grand- 
fathering of  existing   foreign   bank   securities   broker-dea ler  affiliates 
because  they  were  "few  in  number  and  small  in  size,  with  little 
competitive  impact  within  the  securities  or  banking  industries." 
In  fact,    the   latest  available   data   indicate   that   through   the   first 
three  quarters  of  1975,   approximately  40%,   or  $7.6  billion,  of 
foreign  transactions    in  U.S.    equity   securities  reported   to  the 
Treasury  Department  were  handled  by  firms  that  were  not  members 
of   the   New  York   Stock  Exchange.      Though  no  precise   data  are  available, 
a   considerable   portion   of   this   407,  was   undoubtedly  handled  by 
broker-dealer   subsidiaries   of   foreign  banks  which  also  engage   in 
commercial   banking  operations   in  the  United   States, 


!y  Google 


313 


Other  evidence   of  the  growing   importance   of  foreign  broker- 
dealer  subsidiaries   operating   in  the   United   States   can  be   seen  by 
their  memberships   on  the  regional   stock  exchanges.      The   Boston 
Stock  Exchange,    for  example,   has   16   international  members  repre- 
senting  19   foreign  banks,   of  which   14  have   U.S.    commercial,  banking 
activities.      One  of   these  members,   ABD  Securities   Corporation, 
(owned  by   four   foreign  commercial   banks,    three   o£  which  have  U.S. 

banking   operations),   accounts   for  approximately   31%  of  the   Boston 

1/ 
Exchange's   trading   volume. 

As   shown   in  Exhibit  A,    10  U.S.    broker-dealers   are   controlled 
by   foreign  commercial  banks  with  U.S.    banking  operations.      Exhibit   B 
indicates   that   these  commercial  banking   parents  represent  some   of 
the   largest   banking   institutions   in  the  world. 

Another   indication  of  growing   foreign  broker  participation   in 
the   U.S.    securities   markets    is   the   increasing   frequency  with  which 
foreign  broker-dealer  subsidiaries   participate   in  domestic   under- 
writ  ings   or  corporate   offerings   in   the   United  States. 
C.        Conflict  with  Previous   Federal  Reserve   Board   Policies 

Even   though   the  Federal  Reserve   Board  has   proposed   the  grand- 
fathering of  foreign  broker-dealer  subsidiaries  on  the  presumption 
that   there  would  be   little  adverse   competitive   impact  within   the 
banking  and   securities    industries,    the    Board  refused   to  grant  per- 


V 

Statement  of  Theodore  Schmidt -Scheuber,  president,  ABD  Securi- 
ties Corporation,  before  hearings  of  the  Subcommittee  on  Secu- 
rities of  thf  Committee  on  Banking,  Housing,  and  Urban  Affairs 
o.i  S.   425,   March   5,    1975,    p.    262. 
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mission  for   an   Italian  bank.    Banco   di  Roma,    to  combine  ( 

banking  and  investment  banking  activities  in  this  country.     In  its 

denial,   the  Board  indicated  that: 

"The  Board  Is  not  persuaded  that  the   public  benefits  that 
are  alleged  for   the   affiliation  of  a   foreign  bank  holding 
company  and  a   securities   company  would  outweigh  the   pos- 
sible adverse   effects  with  which  Congress  was   concerned 
in  the  enactment  of   the   Class-Steagall  Act.      An  affilia- 
tion with  a   securities   company  would  give  a   foreign  bank 
holding  company  an  unfair  competitive   advantage   over   a 
domestic   bank  holding   company   in  that   a    foreign  bank 
holding  company  would   be   able   to   offer   Its   customers  an 
alternative  means   of   obtaining   financing   to  credit 
facilities,   namely,    underwriting   facilities,"    (emphasis 
added) y 

The  Exchange  believes  that  the  reasoning  applied  by  this 

Federal  Reserve  Board  ruling   in   1972   is  equally  valid   in  today's 

economic  environment. 


In  advocating  the  elimination  of  the  grandfathering  provisions 
of  S.    958,   the  Exchange  recognizes  that  a  requirement  compelling 
divestiture  may  prompt  foreign  retaliation.     Indeed,  such  a  view 
was  taken  by  the  Exchange's  Advisory  Committee  on  International 
capital  Markets.      This   Committee,   established   in  November   1972   to 
advise   the  Exchange  on  matters   concerned  with  multinational   in- 
vestment and   international  capital   flows,    is   composed  of  a   seasoned 
group  of  experts   In   international   finance   and   economic  affairs. 

5 

"Order  Disapproving  Retention   of   Investment   in  EuroPartners 
Corporation,"   Federal   Reserve   Bulletin.   October,    1972,   p.   941. 
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In  May   1975,    the   Committee,    In  developing   its   own  position  on 
the   Foreign   Bank  Act,   was   of   the  view  that   the   grandfathering  pro- 
visions  might  be   justifiable   under  certain  specific   conditions. 
These   conditions   included  restraints   on   the   future   expansion   into 
the   general   securities   business    —   including   membership   on  U.S. 
securities  markets  —  of  U.S.   broker-dealers  which  are  100X  owned 
by   foreign   institutions  with  U.S.    commercial  banking   interests.    One 
possible  approach  advanced,   would  be   the   limitation  of   further   in- 
jections of  capital  from  the  foreign  parents  other  than  to  replenish 
capital   losses   of  the   U.S.    subsidiary.      Other  restrictions  might 
require   that   any  expansion  of   the  capital  of   these  broker-dealers 

should  come  from  domestic  sources,   foreign  sources  without  U.S. 

I' 
banking   interests,    or   from  retained  earnings. 

In   the   case  of  broker -dealers   partially  owned  by   foreign   in- 
stitutions with  U.S.    banking   interests,    the   Committee   believed   that 
the   percentage   of  capital   contributed  by   the   foreign   institution 
should  not   increase.      Future   injections  of  capital  would  be  allowed 
from  foreign  banks,  but  only  under  the  condition  that  the  capital 
contribution  from  domestic   sources    increased   at   the   same   or  a   faster 
rate.      Thus,    these   broke r - dea lers   could   prosper   with   the  only   limita- 
tion being  that  the  foreign  bank's  share  of  capital  not  Increase. 

17 

In  addition  to  restrictions  on  external  financing,  the  Com- 
mittee believed  that  grandfathered  affiliates  be  required  to 
furnish  detailed  reports  on  their  activities,  particularly  in 
relation  to  their  foreign  dealings.  In  this  regard,  the  Com- 
mittee suggested  that  an  effective  monitoring  system  be  estab- 
lished to  insure  that  these  affiliates  operate  in  compliance 
with  existing   laws   and   regulations. 
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III.      KYSE  Position  on  the  Exclusion  of  Joint  Venture 

Operations   from  Coverafie   Under   S.    958 

The   proposed  Foreign   Bank  Act  would  exempt  joint   ventures   if 

no  one   participating   company  holds   2571  or  more  of  the  voting   stock 

of  a   bank.      In  discussing  this   issue,    the  Federal  Reserve  noted: 

"Banking   organizations   that   are  joint  ventures   of   foreign 
banks   are  excluded   from  coverage  by  retaining   the  exist- 
ing  standards   of  control   in  the   Bank  Holding  Company  Act. 
Under  those  standards,    a   company  must  become  a   bank 
holding  company  if  it  controls  25  or  more  percent  of  the 
voting  stock  of  a  bank.     Thus,  a  bank  owned  by  several 
companies,  none  of  which  owns  25  percent  of  the  bank,   is 
excluded.     Currently,   there  is  only  one  Institution  of 
significance  that  falls   in  this  category,   the  European- 
American  Bank  &  Trust   Company.      That   Institution,   which 
Is   owned   by  six   European  banks,   recently  became  a  member 
of  the  Federal   Reserve   System.      The   singularity  of  such 
joint  ventures   to   date,    together  with   the   potential 
domestic   repercussions   of  changing   the   existing   control 
standards   of  the   Bank  Holding   Company  Act,    are   the 
principal  reasons   for  excluding   lolnt-ventures   from 
coverage  of   the  Act."    (emphasis  added)  5/ 

The  exclusion  of  joint  ventures  from  coverage  under  the  Act 
appears  to  be  contrary  to  one  of  the  basic  purposes  of  the  pro- 
posed legislation  --  that  foreign  banks  be  precluded  from  owning 
securities  affiliates  after  the  grandfathering  date.  Clearly,  for- 
eign banks  will  organize  their  U.S.  operations  to  avoid  the  strictures 
of  the  Act.  The  fact  that  one  Institution  has  done  so  may  be  an 
indication  that  others  will  do  so  In  the  future. 


"Summary  of  Principal   Features   of   the  Foreign   Bank  Act   of   1974," 
Statement  by  the  Board  of  Governors  of  the  Federal  Reserve  System 
accompanying  draft   legislation  submitted   to  the   Committee   on 
Banking,   Housing,   and  Urban  Affairs,    December   3,    1974,   p.   4. 
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IV.      Sumnary 
In  summary,  the  New  York  Stock  Exchange  supports   the  basic 
thrust  of  S.   958,  and  suggests  the  following  changes  to  the  pro- 
posed legislation. 

(1)  The  grandfathering  provisions  of  the  Act  as  they  relate 
to  securities  broker-dealer  affiliates  of  foreign  banks  with  U.S. 
banking  operations  should  be  amended.  Specifically,  foreign  banks 
with  U.S.  banking  operations  should  be  made  subject  to  the  Glass- 
Steagall  prohibitions  against  engaging  in  the  securities  business. 
In  addition,  affiliates  of  foreign  banks  with  U.S.  banking  opera- 
tions should  elso  be  subject  to  the  Glass-Steagall  prohibitions, 
and  to  the  "closely  related  to  banking"  restrictions  of  the  Bank 
Holding  Company  Act. 

(2)  Complete  divestiture  of  non- con forming  activities  should 
be  required.      However,    such  action  should  be  phased   in  over  a 
reasonable  period  of  time. 

(3)  Joint  venture  banking  operations   should  be  brought  under 
the  provisions   of  U.S.   banking  law,  where  total   participation 
amounts  to  25%  or  more. 

(4)  If,   upon  due  consideration.   Congress   determines   that   the 
grandfathering  provisions   of  S.    958  should  be  retained,    the  Exchange 
suggests  that  serious  consideration  be  given  to  amending  the  Foreign 
Bank  Act  so  as  to  stringently  control  the  future  activities  of  the 
grandfathered   securities   broker-dealer  affiliates.      The  recommenda- 
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tions   of   the   Exchange's  Advisory  Committee  on   International   Capital 
Markets  might  be  useful   in   this  regard. 

r*  *  * 

The  Exchange  is  pleased  to  have  had  an  opportunity  to  present 
its  views   for  the   record.     While  our  comments  have   focused  pri- 
marily on   those  areas   of   the  Foreign  Bank  Act  with  which  we   have 
some  difficulty,  we  support  the  broad  thrust  and  purpose  of  this 
legislation.     The  Subcommittee  on  Financial  Institutions  is   to  be 
congratulated  on   the   thoroughness   of   its  hearings   on   this    important 
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George  W.  Mitchell, 
Financial  Instituclc 
December   12,    1975,   1 
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FOREIGN  BANK  ACT  OF  1975 


THURSDAY,  JANUARY  29,  1976 

U.S.  Senate, 
Committee  on  Banking.  Housing  and  Urban  Affairs, 

Subcommittee  on   Financial   Institutions, 

Washington^  B.C. 

The  subcommittee  met  at  1  :35  p.m.,  in  room  5302.  Dirksen  Senate 
Office  Building,  Senator  Thomas  J.  Mclntyre  (chairman  of  the 
subcommittee)  presiding. 

Senator  McIntyre.  The  subcommittee  will  come  to  order. 

This  afternoon  we  will  be  continuing  the  hearings  we  initiated 
yesterday,  as  we  begin  to  survey  the  field  of  foreign  banks  and  their 
operations  in  the  United  States. 

I  am  very  pleased  to  welcome  Congressman  Rees  of  California, 
not  only  an  outstanding  Congressman,  but  oife  from  California, 
which  is  one  of  the  six  or  seven  States  very,  very  much  involved  in 
foreign  banking. 

I  am  pleased  to  welcome  you  here  today,  and  we  would  be  glad 
to  have  anything  you  wish  to  say  to  help  us,  because  we  are  going 
to  take  a  good  look  at  this  problem. 

STATEMENT  OF  THOMAS  M.  REES,  REPRESENTATIVE  IN  CONGRESS 
FROM  TEE  STATE  OF  CALIFORNIA 

Mr.  Rees.  Thank  you  very  much,  Senator.  I  hope  you  will  forgive 
me  for  not  having  a  printed  statement,  but  I  have  tended  to  do  the 
work  on  the  foreign  Dank  bill  myself,  and  I  just  haven't  had  any 
time. 

Also,  a  natural  gas  deregulation  bill  is  coming  up  and  I  have  had 
quite  a  few  people  visiting  my  office. 

Senator  McIntyre.  I  don't  mind  the  lack  of  the  statement,  as  long 
as  your  oral  statement  is  brief,  concise,  and  to  the  point. 

Mr.  Rees.  That's  why  I  never  have  written  statements.  I  got  into 
this  field  about  3  years  ago  when  the  California  Legislature  came  up 
with  legislation  to  restrict  the  activities  of  foreign  banks  doing 
business  in  the  United  States.  The  bill  went  steaming  through  the 
State  assembly  and  was  pending  in  the  Senate  Banking  Committee. 
I  found  out  about  it  and  became  very  disturbed,  because  California 
has  major  banks  doing  business  abroad. 

If  the  legislature  had  passed  the  hill  and  if  it  had  been  signed  into 
law  by  the  Governor,  there  would  have  been  serious  problems  of  re- 
taliations against  California  banks  doing  business  abroad. 

I  talked  to  many  members  of  the  State  Senate,  which  is  a  body  that 
I  had  once  been  in,  and  told  them  the  problems  of  having  a  State 
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legislature  trying  to  legislate  in  the  area  of  foreign  businesses  oper- 
ating in  the  United  States. 

I  am  a  strong  believer  of  capital  movements,  international  move- 
ments. I  do  not  believe  in  restrictions.  I  think  there  should  be  free 
flows  of  capital  for  investment.  And  so  I  thought  I  would  look  into 
this  problem  of  foreign  banks  doing  business  in  the  I'nited  States  in 
an  effort  to  perhaps  define  the  role  of  foreign  banking  in  the  United 
States,  so  that  there  would  not  be  further  prohibition  by  various 
State  legislatures. 

And  I  found  that  foreign  banking  had  increased  a  great  deal.  In 
1955,  the  assets  of  foreign  banks — and  when  I  say  foreign  banks.  I 
am  discussing  foreign  branches,  foreign  subsidiaries,  foreign  agen- 
cies— was  $7  billion.  And  I  think  this  year  the  latest  estimate  is  some- 
thing like  $57  billion.  So  that  foreign  banking  in  the  United  States 
has  increased  a  great  deal.  It  is  not  a  substantial  part  of  total  U.S. 
bank  assets. 

I  am  really  not  afraid  that  the  foreigners  coming  in  with  banking 
institutions  will  in  any  way  harm  the  competitive  position  of  Ameri- 
can banks. 

But  then  going  further  into  the  subject,  I  found  there  is  basically 
no  Federal  structure  for  foreign  banks  doing  business  in  the  United 
States,  because  under  the  law,  a  foreign  bank  would  have  to  have  all 
the  members  of  the  board  of  directors,  American  citizens.  And  as  a 
result,  when  foreign  banks  came  into  the  United  States,  they  gen- 
erally came  in  under  State  law. 

Now,  in  California,  we  have  a  very  aggressive  system  of  banking. 
We  have  statewide  branching  that  I  like.  We  have  large  banks;  there 
is  a  lot  of  competition. 

I  really  can't  recall  when  any  legitimate  application  of  a  foreign 
bank  that  had  come  into  California  to  establish  a  subsidiary  or  agen- 
cy that  has  been  turned  down.  We  don't  have  branches  because  in 
California  branches  cannot  have  their  deposits  insured  by  the  FDIC. 

As  a  result,  what  we  have  in  California  are  subsidiaries  of  foreign 
banks,  as  well  as  agencies. 

It  has  worked  out  very  well  in  California.  The  subsidiaries,  gen- 
erally, are  in  two  classifications.  First,  are  the  ones  in  money  market 
centers  that  are  dealing  basically  in  wholesale  banking,  representing 
large  corporations:  either  they're  their  own  national  business  or 
American  national  doing  business  in  that  country.  Then  we  have  some 
very  aggressive  chains,  such  as  Bank  of  Tokyo  or  Barclay's  or 
Lloyd's,  which  have  multiple  branches  throughout  the  State  and  en- 
gage very  strongly  in  retail  banking. 

But  again  believing  in  banking  competition,  I  think  this  is  just 
fine.  What  I  decided  to  do  was  to  try  to  draft  a  piece  of  legislation 
where  we  would  establish  a  Federal  system  for  foreign  banking.  And, 
of  course,  we  would  keep  the  State  system  of  foreign  banking. 

We  would  retain  the  dual  banking  system  that  is  tradition  in  this 
country. 

I  found,  much  to  my  amazement,  that  under  the  law  foreign  banks 
had  a  lot  more  powers  than  U.S.  banks  have.  Barclay's,  for  exnmplc, 
has  extensive  branches  in  New  York  and  also  California.  But  Bank 
of  America  can  only  have  branches  in  the  State  of  California,  be- 
cause we  cannot  branch  across  State  lines. 
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I  also  found,  and  this  did  disturb  me  somewhat,  that  foreign 
branches  could  have  investment  banking  subsidiaries.  And  this,  of 
course,  is  prohibited  by  U.S.  law  under  the  Glass-Steagall  Act. 

And  I  feel  very  strongly  about  this,  that  we  should  have  this  defi- 
nite split  between  investment  banking  and  retail  banking. 

And  so  I  tried  to  develop  a  bill  which  would  take  care  of  these 
problems,  and  more  or  less  put  foreign  banks  in  the  same  position, 
the  same  competitive  position,  as  we  have  put  U.S.  banks. 

There  is  no  attempt  in  my  legislative  approach  in  any  way  to  hurt 
competition,  to  prevent  foreign  banks  from  doing  legitimate  banking 
business  in  this  country. 

Let  me  just  give  you  a  short  rundown  of  my  legislation.  There  are. 
many  parallels  between  my  bill  and  the  Fed  bill,  except  my  bill  is  a 
lot  shorter  and  a  lot  easier  to  read. 

What  we  do  is  we  establish  a  parallel  Federal  system  so  that  a 
bank  can  have  either  a  branch  of  the  home  office,  they  can  have  a  sub- 
sidiary, which  would  be  the  equivalent  of  a  U.S.  bank  in  all  ways, 
or  they  could  have  an  agency,  as  well  as  Edge  Act  corporations 
which  they  cannot  now  have  under  the  law,  because  of  restrictions 
in  terms  of  the  nationality  of  the  members  of  the  board  of  directors. 

We  also  grandfather  in  branching.  I  don't  like  grandfather  clauses. 
■Senator,  you  have  to  deal  with  grandfather  clauses;  I  have  dealt 
with  grandfather  clauses  and,  really,  they  are  a  pain. 

But  you  have  to  make  these  decisions  since  with  Barclay's  substan- 
tial interests  in  California,  it  is  very  difficult  to  tell  them  they  have 
to  close  them  down. 

I  want  to  treat  the  grandfathering  problem  in  the  One  Bank 
Holding  Company  Act.  And  it  was  a  mess,  but  in  my  legislation,  we 
do  grandfather  the  branching,  because  there  was  grandfathering  in 
the  One  Bank  Holding  Company  Act. 

Under  my  legislation,  I  drastically  limit  the  ability  of  a  foreign 
bank  to  engage  in  investment  banking  activities  in  the  United  States. 

They  can  engage  in  the  same  investment  activities  as  U.S.  banks, 
meaning  they  can  deal  with  a  general  obligation  bond  of  States  and 
municipalities. 

They  can  also  deal  in  investment  banking  activities  in  securities, 
but  only  of  the  purpose  is  to  sell  those  securities  to  their  own  na- 
tions. 

They  cannot  under  my  legislation  compete  actively  with,  say,  the 
brokerage  houses,  such  as  Merrill  Lynch,  or  Solomon  Brothers,  the 
merchant  bankers.  They  have  to  limit  that  to  dealing  with  their  own 
nationals. 

We  also  limit  branch  deposits.  The  Fed  bill  takes  a  very  cavalier 
attitude  on  FDIC  insurance  of  branch  deposits.  They  say,  fine,  let's 
do  that.  But  I  don't  think  they  ever  talked  to  the  FDIC  about  this, 
because  the  FDIC  says,  we  are  not  going  to  insure  these  deposits, 
unless,  of  course,  they  can  go  to  the  original  bank  in  London  or  Paris 
and  do  the  same  type  of  auditing  we  do  in  a  bank  in  New  Hamp- 
shire or  California. 

I  think  that  I  have  got  a  solution  to  this.  At  first,  I  was  lust  going 
to  limit  branch  deposits  to-nationals  of  that  country.  Only  British 
citizens,  for  example,  could  deposit  in  Barclay's.  What  I  have  de- 
cided to  do  is,  "To  allow  branches  to  accept  deposits,  but  they  have 
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to  have  backed  up,  on  a  one-to-one  basis,  by  unencumbered  Treasury 
notes  up  to  $40,000,"  which  is  the  FI>IC  limit. 

So  that,  if  something  did  happen  to  the  branch  in  the  home  coun- 
try, those  people  who  deposited  would  be  protected,  because  of  this 
one-to-one  ratio  of  Treasury  notes. 

Now,  those  that  choose  the  branch  as  a  form  of  banking  in  the 
United  States,  generally  say  that  they  do  not  want  to  go  into  retail 
banking,  they  want  to  be  basically  wholesale  banks,  and  they  want  to 
be  there  basically  to  serve  their  own  national  companies. 

So  I  take  them  at  their  word,  and  I  see  no  reason  why  they  should 
not  be  in  favor  of  this  type  of  restriction. 

Then  we  would  also  have  the  restriction  on  branches  that  they  have 
in  New  York,  which  is  that  they  have  to  have  dollar  assets  of  more 
than  108  percent  in  terms  of  liabilities. 

I  don't  set  up  108  percent.  I  allow  the  Comptroller  to  set  the  per- 
centage. I  also  have  compulsory  Fed  membership  for  all  subsidiaries, 
and  we  are  still  working  out  the  problem  of  whether  the  Federal  Re- 
serve should  have  regulatory  jurisdiction  or  merely  monetary  juris- 
diction of  branches  and  agencies. 

Even  though  the  bank  is  a  State  subsidiary,  I  believe  they  should 
be  a  member  of  the  Federal  Reserve  System.  And  the  reason  I  think 
that  is  that  the  banks  generally  are  the  major  money  market  banks 
of  the  country  of  origin. 

You  have  no  smallbank  just  deciding  to  come  into  the  U.S.  mar- 
ket. They  usually  are  the  money  market  center  banks.  They  are  the 
major  banking  institutions.  They  are  the  banks  that  deal  extensively 
in  wholesale  banking,  and  they  also  deal  extensively  in  the  Eurodol- 
lar market. 

I  think  for  monetary  policies,  if  we  are  to  have  any  type  of  con- 
trol over  the  economic  system,  that  all  subsidiaries  should  be  members 
of  the  Federal  Reserve. 

Now,  they  say,  this  is  discrimination.  But,  frankly,  I  don't  think 
it  is  that  much  discrimination.  There  is  very  little  discrimination. 
And  I  think  it  is  absolutely  necessary,  if  we  are  to  have  a  coherent 
national  monetary  policy.  I  also  make  another  change.  Under  the  pres- 
ent law,  if  a  person  or  a  group  or  another  company  wishes  to  pur- 
chase a  bank,  they  have  to  report  to  the  Comptroller  if  they  wish 
to  purchase  over  5  percent  of  the  assets,  but  that  is  it. 

I  mean,  I  guess  under  the  law,  as  it  is  now,  Al  Capone  could  go 
out  and  buy  a  bank  and  all  he  has  to  do  is  report  if  he  bought  over 
f>  percent.  I  had  a  problem  in  my  district  when  a  Hong  Kong  entre- 
preneur by  the  name  of  Dawes  bought  up  three  different  small  Fed- 
eral banks  in  the  State  of  California  and  proceeded  to  make  some 
of  the  traditional  loans  you  make  when  you  buy  up  a  bank — insider 
loans  and  everything  else.  And  now  all  of  these  banks  are  having 
problems,  because  of  this. 

So  what  I  do  is  set  up  a  title  2  and  this  deals  not  just  with  foreign 
acquisition,  but  all  acquisitions  of  banks,  which  says  that  if  a  person 
wishes  to  purchase  5  percent  or  more  of  the  assets  of  a  bank,  they 
must  report  to  the  Comptroller  of  the  Currency;  but  if  they  wish  to 
purchase  control,  which  we  define  as  25  percent,  then  they  have  to  be 
approved,  specifically,  by  the  Comptroller. 
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And  in  this  way,  I  think  we  can  protect  the  American  public  from 
having  promoters  moving  in  and  buying  banks  and  proceeding  to 
make  insider  loans  and  draining  the  assets  of  a  bank. 

We  also  extend  the  One  Bank  Holding  Company  Act  by  reference 
to  branches  and  agencies.  Foreign  subsidiaries  are  already  under  the 
One  Bank  Holding  Company.  And  we  also  set  up  subsidiaries  for 
entry,  like  the  Fed  bill  does  and  this  is  a  guideline  where  the  Secre- 
tary of  the  Treasury,  upon  being  given  the  information,  can  veto 
the  entry  of  a  banking  concern,  either  coming  in  as  a  subsidiary,  as 
a  State  or  Federal  subsidiarv  or  agency  or  branch. 

That  is  the  bill. 

I  wish  I  had  a  copy  of  it. 

Our  legislative  counsel  service  is  very  overworked  on  the  House 
side,  but  I  should  have  a  bill  in  a  few  days. 

As  soon  as  I  introduce  it,  I  will  make  a  copy  and  an  explanation 
available  to  the  committee. 

I  might  just  comment  for  a  minute  on  the  Fed  bill.  The  Fed  bill 
through  the  vehicle  of  the  One  Bank  Holding  Company  Act  takes 
over  practicallv  all  jurisdiction  of  foreign  banks.  And  I  am  not  sure 
if  that  is  the  right  way. 

Xo.  1 :  There  is  a  problem  of  opening  up  the  One  Bank  Holding 
Company  Act.  For  my  purposes  I  would  love  to  open  it  up,  because 
I  would  like  to  tighten  it  up.  But  I  think  there  are  a  lot  of  pressures 
around  in  both  Houses  not  to  open  up  the  One  Bank  Holding  Com- 
pany Act,  because  there  are  people  like  me  who  would  like  to  tighten 
up  the  act  as  it  is.  And  it  might  be  a  difficult  vehicle  to  use,  if  we 
do,  indeed,  wish  to  put  through  a  foreign  banking  act  this  year. 

Also,  I  do  think  that  the  Comptroller  of  the  Currency  should  be 
brought  in  as  perhaps  the  primary  regulatory  agency  in  most  of 
these  banks. 

You  should  have  dual  regulation. 

I  would  say  regulation  in  terms  of  banking  for  the  Comptroller 
and  regulation  in  terms  of  monetary  policy  and  national  policy  un- 
der the  Fed. 

The  Fed  also  grandfathers  in  the  securities  operations.  They  dis- 
cussed de.  novo  expansion.  That  is  new  expansion. 

It  would  be,  for  example  Barclay's  purchasing  Merrill  Lynch,  or 
K.  F.  Hutton,  but  it  doesn't  mean  that  if  Barclay's  had  a  merchant 
banking  business,  they  couldn't  expand  that  tenfold  and  twcntyfold. 

I  just  think  that  the  Fed  grandfather  clause  means  nothing,  and 
I  think  we  have  to  reassert  U.S.  law  and  policy  of  this  Congress  in 
terms  of  branching  and  say,  no  securities  business,  except  with  your 
own  nationals. 

The  Fed  bill  also  does  not  pic).:  up  consortia,  such  as  the  successor 
of  the  Franklin,  which  was  the  European-American,  and  I  think 
they  perhaps  should  be  brought  under  the  act. 

And  then,  of  course,  the  Fed  leaves  the  FDIC  the  problem  of  insur- 
ing: foreign  branches. 

And  the  FDIC  is  not  about  to  start  insuring  foreign  branches 
where  they  have  no  regulatory  control  over  the,  home  bank  itself.  I 
frankly  feel  that  we  need  to  deal  with  this  subject  this  year.  I  wonld 
hate  to  wait  for  any  great,  FINE  study  or  whatever  might  be  ema- 
nating from  my  side. 
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I  just  think  that  we  have  to  come  up  with  regulatory  structure. 
Not  only  for  the  benefit  of  this  country,  but  for  the  benefit  of  indi- 
viduals from  other  countries  who  wish  to  do  business  here. 

Right  now,  there  are  a  lot  of  grays  and  it  is  very  difficult  to  make 
business  decisions. 

So  I  think  that  we  should  address  the  issue.  Just  to  give  you  an 
idea  as  to  the  interdependency  of  foreign  banks  in  the  United  States 
and  of  U.S.  banks  abroad,  I  am  reading  from  a  Wall  Street  evalua- 
tion firm  by  the  name  of  Loab  and  Rhodes,  and  here  are  the  loans. 
These  are  foreign  loans  as  a  percentage  of  the  total  of  foreign,  plus 
domestic  and  commercial  industrial,  loans. 

These  are  loans  of  U.S.  banks  overseas.  In  the  third  quarter  of 
1975, 58  percent  of  City  Corp.'s  loans  were  overseas. 

Bank  of  America,  in  my  State  of  California,  45  percent  of  their 
loans  were  to  individuals  or  firms  overseas. 

So  that  we  can  see  there  is  this  very  extensive  intermingling  of 
our  banking  system  with  other  banking  systems. 

And  I  think  it  is  about  time  that  we  come  down  with  strong  ground 
rules  and  those  ground  rules  should  be  that  foreign  banks  can  do 
whatever  U.S.  banks  can  do  here.  I  think  that  is  infinitely  fair,  al- 
though some  foreign  bankers  think  they  should  be  allowed  to  do  a 
lot  of  things  our  banks  are  not  allowed  to  do.  In  terms  of  interstate 
branching,  I  am  a  great  believer  in  this. 

For  example,  in  the  money  markets,  Citicorp  might  come  to  San 
Francisco  or  Los  Angeles. 

Again,  I  think  this  should  be  left  up  to  the  legislatures.  They 
should  make  that  decision.  If  they  make  that  decision  and  allow 
that,  then,  of  course,  I  think  foreign  branches  and  foreign  subsidi- 
aries should  be  given  the  same  consideration. 

I  am  for  complete  equal  treatment  across  the  board.  And  the  one 
exception  is  that  I  would  like  all  subsidiaries  to  be  members  of  the 
Fed. 
That  concludes  my  testimony. 

I  would  be  very  happy  to  answer  any  questions  you  may  have. 
Senator  McInttre.  I  think  your  testimony  here  today  has  helped 
us  a  great  deal. 

I  hope  that  you  will  introduce  your  bill  and  send  it  over  here  to 
us,  so  we  can  take  a  good  look  at  it,  and  incorporate  it  in  our  record. 
Mr.  Rees.  Good.  And  if  I  can  be  of  any  help  to  you  and  your  staff 
I  would  be  delighted. 
Senator  McInttre.  Thank  you  very  much,  Congressman. 
[Copy  of  the  bill  introduced  by  Congressman  Rees  follows :] 


!y  Google 


H.  R.  12103 


IN  THE  HOUSE  OE  REPRESENTATIVES 

February  25, 1976 
Mr.  Rees  introduced  the  following  bill;  which  was  referred  to  thl 
mittee  on  Banking,  Currency  and  Housing 


A  BILL 

To  provide  for  Federal  regulation  of  participation  by  foreign 
banks  in  domestic  financial  markets,  and  to  strengthen  super- 
vision of  domestic  institutions  engaged  in  international 
banking. 

1  Be  it  enacted  by  the  Senate  and  House  of  Represenla- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  TITLE  I-INTERNATIONAL  BANKING 

4  SHOET  TITLE  AND  DEFINITIONS 

5  Sec.  101.  (a)  This  title  may  be  cited  as  the  "Interna- 
(i    tional  Banking  Act  of  1976". 

7  (b)  For  the  purposes  of  this  Actr- 

8  (1)  "agency"  means  an  office  of  a  bank  at  which 

9  loans  may  be  made  or  credit  balances  maintained  but  at 
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which  deposits  may  not  be  accepted  from  citizens  or  resi- 
dents of  the  United  States. 

(2)  "branch"  means  an  office  of  a  bank  at  which 
loans  may  be  made,  deposits  accepted,  and  credit  bal- 
ances maintained. 

(3)  "Comptroller"  means  the  Comptroller  of  the 
Currency. 

(4)  "credit  balance"  means  an  account  maintained 
by  a  bank  for  a  customer,  consisting  of  balances  inci- 
dental to  or  arising  out  of  the  exercise  of  the  bank's 
powers,  from  which  the  bank  may  make  payments  on 
the  customer's  behalf  which  are  related  to  other  business 
lawfully  transacted  by  the  bank  for  the  customer. 

(5)  "Federal  branch"  means  a  branch  approved  by 
the  Comptroller  under  section  104. 

(6)  "foreign  bank"  means  a  commercial  bank, 
merchant  bank,  or  other  institution  that  engages  in  bank- 
ing activities  usual  in  connection  with  the  business  of 
banking  in  the  area  where  it  operates,  and  is  organized 
under  the  laws  of  a  foreign  country,  a  territory  of  the 
United  States,  Puerto  Rico,  Guam,  American  Samoa, 
or  the  Virgin  Islands. 

(7)  "State"  means  any  State  of  the  United  States 
or  the  District  of  Columbia. 
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j  ESTABLISHMENT  OF   NATIONAL   BANKS 

2  Sec.  102.  {a)  The  first  sentence  of  section  5140  of  the 

3  Revised  Statutes  (12  U.S.C.  72)  is  amended  by  striking  the 

4  period  and  inserting  a  comma  and  the  following:  "except 

5  (hat  in  the  case  of  an  association  formed  by  a  foreign  hank, 
g  as  dolined  in  the  International  Banking  Act  of  1976,  not  more 
7  (ban  one-third  of  the  Directors  may,  with  the  approval  of 
g  the  Comptroller  of  the  Currency,  be  citizens  of  another 
9  country.". 

10  (b)   The  last  sentence  of  section  5169  of  the  Revised 

11  Statutes    {12  U.S.C.  27)    is  amended  by  striking  out  the 

12  period  and  inserting  a  comma  and  the  following:  "or,  in 

13  the  case  of  an  association  formed  by  a  foreign  bank,  when- 

14  ever,  after  consulting  tlie  Secretary  of  State,  the  Secretary 

15  of  the  Treasury,  and  the  Board  of  Governors  of  the  Federal 

16  Reserve   System,   he   determines  that  it   would   adversely 

17  affect  the  domestic  or  foreign  commerce  of  the  United  States 

18  or  would  otherwise  not  be  in  the  interest  of  the  United  States 

19  to  grant  such  certificate.". 

20  EDGE  CORPORATIONS 

21  Sec.  103.   (a)  The  second  sentence  of  the  fourth  para- 

22  graph  of  section  25(a)   of  the  Federal  Reserve  Act   (12 

23  U.S.C.  614)   is  amended  by  striking  out  "directors,  all  of 


■>.,■  Google 


1  whom  shall  be  citizens  of  the  United  States"  and  inserting 

2  "directors". 

3  (b)  The  thirteenth  paragraph  of  section  25(a)  of  the 

4  Federal  Reserve  Act  (12  U.S.C.  619)  is  amended  by  strik- 

5  ing  oat  "or  by  firms  or  companies,  the  controlling  interest 

6  in  which  is  owned  by  citizens  of  the  United  States"  and 

7  inserting  "by  firms  or  companies,  the  controlling  interest  in 

8  which  is  owned  by  citizens  of  the  United  States,  or  by 

9  foreign  banks",  and  by  adding  at  the  end  thereof  the  fol- 
io lowing  new  sentence:  "Upon  such  terms  and  conditions  and 

11  subject  to  such  rules  and  regulations  as  the  Board  may 

12  prescribe,  a  foreign  bank  as  defined  in  the  International 

13  Banking  Act  of  1976  may,  with  the  prior  approval  of  the 

14  Board,  own  and  hold  a  majority  of  the  shares  of  the  capital 

15  stock  of  any  such  corporation,  but  such  approval  shall  not 

16  be  granted  if,  after  consulting  the  Secretary  of  State  and 

17  the  Secretary  of  the  Treasury,  the  Board  determines  that 

18  such  ownership  and  holding  would  adversely  affect  the 

19  domestic  or  foreign  commerce  of  the  United  States  or  would 

20  otherwise  not  be  in  the  interest  of  the  United  States.". 

21  FEDERAL  BRANCHES 

22  Sec.  104.    (a)  Except  as  provided  in  section  105,  a 

23  foreign  bank  may,  with  the  approval  of  the  Comptroller, 

24  establish  a  Federal  branch  in  any  State  in  which  ( 1 )  it  is 

25  not  operating  a  branch  pursuant  to  State  law  and  (2)   the 
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1  establishment  of  a  branch  by  a  foreign  bank  is  not  prohibited 

2  by  State  law. 

3  (b)  In  establishing  and  operating  a  Federal  branch,  a 

4  foreign  bank  shall  be  subject  to  such  rules,  regulations,  and 

5  orders  as  the  Comptroller  considers  appropriate  to  carry  out 

6  this  Act,  which  shall  include  provisions  for  service  of  process 

7  and  maintenance  of  branch  accounts  separate  from  those  of 

8  the  parent  bank.  Operations  at  a  Federal  branch  shall  also 

9  be  subject  to  all  the  conditions  and  limitations  that  would 

10  apply  under  the  National  Bank  Act  to  a  national  bank  doing' 

11  business  at  the  same  location,  except  that  (1)  the  require- 

12  ments  of  section  5240  of  the  Revised  Statutes   (12  U.S.O. 

13  481)  shall  be  met  with  respect  to  a  Federal  branch  if  it  is 

14  examined  at  least  once  in  each  calendar  year,  and  (2)  any 

15  limitation  based  on  the  capital  and  surplus  of  a  national  bank 

16  shall  be  deemed  to  refer,  as  applied  to  a  Federal  branch,  to 

17  the  capital  and  surplus  of  the  parent  bank,  and  if  the  parent 

18  bank  has  more  than  one  Federal  branch  the  accounts  of  all 

19  such  branches  shall  be  aggregated  in  determining  compliance 

20  with  the  limitation. 

21  (e)  Whenever  the  Comptroller  receives  an  application  to 

22  establish  a  Federal  branch,  he  shall  send  a  copy  to  the  Secre- 

23  tary  of  State,  the  Secretary  of  the  Treasury,  the  Board  of 

24  Governors  of  the  Federal  Beserve  System,  and  the  bank 

25  supervisory  authority  of  the  State  where  the  branch  is  to  be 


!y  Google 


1  located.  He  shall  wait  thirty  days  fur  such  officials  to  submit 

2  their  views  before  acting  on  the  application. 

3  (d)  In  acting  oil  any  such  application,  the  Con: pi roller 

4  shall   take   into  account  the  financial  and  managerial  re- 

5  sources  and  future  prospects  of  the  applicant  bank  and  the 

6  branch,  and  the  convenience  and  needs  of  the  community  to 

7  be  served.  He  .shall  not  approve  an  application  if  the  estab- 

8  lishment  of  the  branch  would  adversely  affect  the  domestic 

9  or  foreign  commerce  of  the  United  States  or  would  otherwise 

10  not  be  in  the  interest  of  the  United  States,  and  in  making 

11  that  determination  he  shall  take  into  account  the  views  of  the 

12  officials  referred 'to  in  subsection  (c). 

13  (e)   Any  branch  operated  by  a  foreign  bank  in  a  State 

14  pursuant  to  State  law  may  be  converted  into  a  Federal  branch 

15  with  the  approval  of  the  Comptroller. 

16  (f)   Authority  to  operate  a  Federal  branch  shall  termi- 

17  .  nate  when  the  parent  bank  voluntarily  relinquishes  it,  or 

18  when  the  parent  bank  is  dissolved  or  its  authority  to  do  busi- 

19  nog?  is  otherwise  terminated  in  the  country  of  its  organiza- 

20  tion.  If  the  Comptroller  lias  reasonable  cause  to  believe  that 

21  a- foreign  bank  has  failed  to  comply  with  this  section  he  may, 

22  after  notice  and  opportunity  for  hearing,  revoke  the  bank's 

23  authority  to  operate  a  Federal  branch.  Authority  so  revoked 

24  niiiy  be  restored  upon  proof  of  compliance  with  this  section. 
25:  (g)    Whenever    the    Comptroller   revokes    a    foreign 
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1  bunk's  authority  to  operate  a  Federal  brunch,  or  finds  that 

2  a  judgment  against  a  foreign  bunk  with  a  Federal  branch 

3  haw  been  rendered  by  a  court  o!  record  and  has  remained 

4  unpaid  for  thirty  days  or  more,  or  determines  that  a  foreign 

5  bank  with  a  Federal  branch  is  insolvent,  he  may  appoint 

6  a  receiver,  who  shall  exercise  the  same  powers  with  respect 

7  to  the  assets  of  the  foreign  bank  as  may  be  exercised  by  a 

8  receiver  of^a  national  bank. 

9  BRANCHING   ACItOSS  STATU   LINKS 

10  Sec.  105.   (a)   Except  as  provided  by  subsection   (b), 

11  no  foreign  bank  may  operate  a  branch  in  a  State  outside  its 

12  home   State  unless   the   branch   is    ( 1 )    approved   by   the 

13  Comptroller,    (2)    approved   by   the   bank   regulatory   au- 

14  thority  of  the  home  State  and  the  State  in  which  it  desires 

15  to  operate  such  branch,  and  {3)  all  branches  of  the  foreign 

16  bank  in  all  States  are  Federal  branches. 

17  (b)    A  foreign  bank  may  continue   to  operate  any 
IS  branch  lawfully  in  operation  on  the  date  of  enactment  of 

19  this  title  if  (1)   the  branch  was  lawfully  in  operation,  or 

20  its   establishment  had  been   approved   by   the   appropriate 
2i  State  authority,  on  or  before  December  3,  1974,  ami   (2) 

22  all  of  the  branches  operated  in  any  State  by  the  foreign 

23  bank    pursuant   to    Siate    law    are    converted    to    Federal 

24  branches  within  one  year  after  the  date  of  enactment  of 

25  this  title. 
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1  (c)  For  the  purposes  of  this  section,  the  home  State 

2  of  a  foreign  bank  is  the  State  in  which,  on  the  date  of  enact- 

3  ment  of  this  title,  its  assets  exceeded  those  in  any  other  State. 

4  ACCEPTANCE   OP  DEPOSITS 

5  Sec.  106.  (a)  (1)  No  branch  may  accept  deposits  of 

6  United  States  residents  or  businesses  whose  principal  place 

7  of  business  is  in  the  United  States  unless  (A)  the  branch 

8  sets  aside  an  amount  of  unencumbered  Treasury  bills  equiv- 

9  alent  to  the  insurance  of  the  Federal  Deposit  Insurance  Cor- 

10  porafcion  of  deposits  of  national  banks  or   (6)    the  branch 

11  maintains  with  the  Federal  Deposit  Insurance  Corporation 

12  a  surety  deposit  or  bond,  under  such  rules  as  the  Comptroller 

13  may  prescribe,  in  an  amount  which  the  Comptroller  pre- 
1*  scribes  as  necessary  in  order  to  protect  depositors  and  cred- 
it iters  of  the  branch. 

16  (2)  The  Comptroller  shall  determine  the  maturities  and 

17  r"'"ifrtum  and  maximum  denominations  of  certificates  of  de- 

18  posits  issued  by  a  branch. 

19  (b)  This  section  does  not  apply  to  any  bank  organized 

20  under  the  laws  of  Puerto  Rico,  nor  does  it  prohibit  any 

21  hank  from  maintaining  credit  balances  for  any  customer. 

22  (c)  With  respect  to  branches  in  existence  on  the  date  of 

23  enactment  of  this  title,  this  section  shall  take  effect  Janu- 

24  «y  1,1077. 


!y  Google 


337 

1  AUTHOEITY  OF  FEDERAL  EESEBVE  SYSTEM 

2  Sec.  107.  (a)  No  application  with  respect  to  a  State 

3  bank  shall  be  approved  under  section  7  (j)  {6}  of  the  Fed- 

4  eral  Deposit  Insurance  Act,  as  added  by  section  201  of  this 

5  title,  unless  the  bank  Is  or  will  become  a  member  of  the  Fed- 

6  eral  Keserve  System.  Any  bank  that  is  a  subsidiary  of  a  bank 

7  holding  company  organized  under  the  laws  of  n  foreign  coun- 

8  try  on  the  date  of  enactment  of  this  title  shall  become  a  mem- 

9  ber  of  the  Federal  Reserve  System  within  one  year  after  that 

10  date. 

11  (b)  A  foreign  bank  with  a  branch  or  agency  in  a  State, 

12  and  any  investment  company  organized  under  State  law  of 

13  which  10  per  centum  or  more  of  the  outstanding  voting  stock 

14  is  owned  by  one  or  more  foreign  banks,  shall  he  subject  to 

15  reserve  requirements  established  by  the  Board  of  Governors 

16  of  the  Federal  Keserve  System.  For  that  purpose  each  such 

17  branch,  agency,  and  Investment  company  shall  he  deemed  to 

18  be  a  member  bank  and  all  of  its  liabilities  shall  be  treated  as 

19  deposits,  except  that  the  minimum  reserve  ratios  specified  in 

20  section  19(b)  of  the  Federal  Reserve  Act  (12  U.S.C.  461 

21  (b) )  shall  not  apply.  The  Board  shall  establish  reserve  re- 

22  quirements  for  foreign  branches  of  member  banks,  corpora- 

23  tions  operating  under  section  25  or  25(a)   of  the  Federal 

24  Reserve  Act  (12  TJ.S.C.  603,  611-631),  investment  com- 


!y  Google 


1  panics  organized  under  State  law  of  which  10  per  centum  or 

2  more  of  the  outstanding  voting  stock  is  owned  by  one  or  more 

3  foreign  banks,  and  branches  and  agencies  of  foreign  banks  in 

4  the  States  at  such  ratios  as  may  be  appropriate,   in   the 

5  Board's  judgment,  U>  effectuate  monetary  policy  objectives, 
g  taking  into  consideration  the  need  to  maintain  vigorous  and 
1  fair  competition  among  the  institutions  affected. 

g  (c)  Each  branch  or  agency  of  a  foreign  bank  operating 

g  in  a  State  pursuant  to  State  law,  and  each  investment  com- 

10  Pany  organized  under  State  law  of  which  10  per  centum  or 

H  more  of  the  outstanding  voting  stock  is  owned  by  one  or 

12  more  foreign  banks,  shall  be  subject  to  paragraphs  7  and  8  of 

13  seetion  9  of  the  Federal  Reserve  Act  ( 12  U.S.C.  325,  326) , 

14  relating  to  examinations,  as  if  the  branch,  agency,  or  com- 

15  Pany  wcre  a  member  bank, 

lg  NOHBANKING  ACTIVITIES 

17  Sec.  108.  (a)  Except  as  provided  in  subsection  (b),  the 

lg  prohibitions  of  the  Bank  Holding  Company  Act  of  1956  ( 12 

ig  U.S.C.  1841-1849)  against  acquiring  interests  in  nonbank- 

20  ing  companies  and  against  engaging  in  nonbanking  activities 

2i  shall  apply  with  respect  to  each  foreign  bank  that  has  a 

22  branch  or  agency  in  a  State,  and  to  each  company  of  which 

23  such  a  foreign  bank  is  a  subsidiary,  to  the  same  extent  and 

24  in  the  same  manner  as  if  die  branch  were  a  separately  in- 

25  corporated  bank  organized  under  the  laws  of  the  United 
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1  States,  «11  of  the  voting  shaves  of  which  were  owned  hy  the 

2  foreign  bank. 

3  (I))   A  foreign  bank  or  other  company  to  which  sub- 

4  section  (n)  applies  may  retain  interests  it  held  on  the  date 

5  of  enactment  of  this  section  in  nonbankhig  companies,  and 

6  engage  in  nonbankhig  activities  in  which  it  was  engaged  on 

7  that  date,  until  December  31,  1985. 

8  (c)  A  foreign  bank  or  company  of  which  a  foreign  bank 

9  is  a  subsidiary  which  is  purchasing,  dealing  in,  and  imder- 

10  writing  securities  in  the  United  States  on  or  before  the  date 

11  of  enactment  of  tins  Act  may  continue  to  purchase,  deal  in, 

12  and  underwrite  securities  in  the  I'nited  States,  but  it  may 

13  not  sell  or  distribute  securities  in  the  United  States  except 
1+  to  the  extent  permissible  for  national  banks  under  paragraph 

15  Seventh  ef  section  5136  of  the  Revised  Statutes  of  the  United 

16  States   (12  U.S.C.  24). 

17  (d)  As  used  in  this  section,  "bunk",  "company",  and 

18  "subsidiary"  have  the  same  meaning  as  in  the  Bank  Holding 

19  Company  Act  of  1956. 

20  GUimCLIXEH  POM  ESTIiY 

21  Six:.  109.  (a)  The  Secretary  of  the  Treasury  shall  issue 

22  guidelines  with  respect  to  energy  of  foreign  banking  organiza- 

23  tions  anil  individuals  into  banking  in  the  United  States,  to 

24  assist  I'edernl  and  Stale  banking  agencies  in  acting  on  appli- 
es cations  by  such  organizations  and  individuals,  to  establish 
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1  branches  of  foreign  banks  in  the  States  or  to  acquire  interests 

2  in  banks,  corporations  organized  under  section  25  (a)  of  (he 

3  Federal  Reserve  Act,  or  investment  companies  organized 

4  under  State  law. 

5  (b)  In  issuing  guidelines  under  this  seotion,  the  Secre- 

6  tary  of  the  Treasury  shall  endeavor  to  foster  participation 

7  by  foreign  interests  in  international  financial  markets  in  the 

8  United  States  to  the  maximum  extent  consistent  with  mainte- 

9  nance  of  fair  and  vigorous  competition  in  such  markets,  and 

10  with  international  economic  policies  of  the  United  States, 

11  including  policies  relating  to  the  balance  of  trade,  the  balance 

12  of  payments,  the  international  payments  mechanism,  and  the 

13  negotiation  and  implementation  of  reciprocal  arrangements 

14  with  other  countries  to  strengthen  international  trade. 

15  (c)   Whenever  a  State  bank  supervisory  authority  re- 
1G  ccives  an  application  to  establish  a  branch  of  a  foreign  bank 

17  or  to  organize  an  investment  company  of  which  10  per 

18  centum  or  more  of  the  stock  will  he  owned  by  one  or  more 

19  foreign  banks,  he  shall  send  a  copy  to  the  Secretary  of  the 

20  Treasury,  the  Secretary  of  State,  and  the  Board  of  Gov- 

21  ernors  of  the  Federal  Reserve  System.  He  shall  wait  thirty 

22  days  for  such  officials  to  submit  their  view  before  acting  on 

23  the  application. 

24  (d)  No  application  shall  be  approved  by  any  Federal 

25  banking  agency  under  tins  title  or  any  Act  amended  by  this 
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1  tide,  and  no  application  referred  to  in  subsection  (c)  shall 

2  be  approved  by  any  State  bank  supervisory  authority,  after 

3  receiving  notice  from  the  Secretary  of  die  Treasury  that 

4  approval  would  be  contrary  to  the  guidelines  established 

5  under  this  section. 

6  BEPBESENTATIVE  OFFICES 

7  Sec.  110.    (a)    Each  foreign  bank  that  maintains  an 

8  office  other  than  a  branch  in  any  State  shall  register  with 

9  the   Secretary   of  the   Treasury  in  accordance   with  rules 

10  prescribed  by  him,  within  one  hundred  and  eighty  days  after 

11  the  date  of  enactment  of  this  title  or  the  date  on  which  the 

12  office  is  established,  whichever  is  later. 

13  (b)  This  title  does  not  authorize  the  establishment  of 

14  any  such  office  in  any  State  in  contravention  of  State  law. 

15  CEASE-AND-DESIST  ORDERS 

16  Sec.  111.  Subsection  (b)   of  section  8  of  the  Federal 

17  Deposit  Insurance  Act  (12  XT.S.C.  1818(b))   is  amended 
lg  by  adding  at  the  end  thereof  the  following  new  paragraph : 

19  "(4)   This  subsection  and  subsections   (c),   (d),    (h), 

20  (>)>  (k),  (1),  (m) ,  and  (n)  of  this  section  shall  apply  to 
2i  any  foreign  bank  that  has  a  branch  or  other  office  in  a  State, 

22  &s  those  terms  are  defined  in  the  International  Banking  Act 

23  of  1976,  in  the  same  manner  as  they  apply  to  an  insured 

24  bank,  and  for  that  purpose  the  appropriate  Federal  banking 

25  agency  shall  be  the  Comptroller  of  the  Currency  with  respect 
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1  to  a  Federal  branch  of  a  foreign  bonk  and  the  Board  of  Gov- 

2  ernors  of  the  Federal  Reserve  System  with  respect  to  a 

3  branch  or  other  office  operating  pursuant  to  State  law.". 

4  TITLE  II— TRANSFERS  OF  CONTROL  OF  INSURED 

5  BANKS 

6  TEANSFEKS  OF  CONTROL 

7  Sec.  201.  Subsection   (j)   of  section  7  of  the  Federal 

8  Deposit  Insurance  Act  (12  U.8.C.  1817  (j})   is  ameuded 

9  by  inserting  at  the  end  of  the  subsection  the  following  new 

10  paragraph: 

11  "  (6)  (A)  No  change  in  ownership  of  voting  stock  of 

12  ftny  insured  bank  which  would  transfer  control  of  the  hank 

13  to  one  or  more  individuals,  or  to  one  or  more  companies  or 

14  other  organizations  controlled  by  such  individuals,  shall  be 

15  effective  without  the  prior  approval  of  l!:c  Comptroller  of 
1Q  the  Currency  in  the  case  of  a  national  bank  or  the  Board 
17  of  Governors  of  the  Federal  Reserve  System  in  the  case  of 
IS  a  State  bank.  No  State  hank  that  will  he  so  controlled  shall 

19  be  organized  without  the  consent  of  the  Board  of  Governors 

20  of  the  Federal  Reserve  System.  Whenever  an  application  for 
2i  such  approval  is  received  from  individuals  who  are  neither 

22  citizens  nor  residents  of  the  United  States,  the  agency  re- 

23  ceiving  it  shall  send  a  copy  to  the  Secretary  of  the  Treasury 

24  and  the  Secretary  of  State,  and  shall  wait  thirty  days  for 

25  such  officials  to  submit  their  views  before  acting  on  the 
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1  application.  In  determining  whether  to  approve  the  appliea- 

2  tioD  the  responsible  agency  shall  take  into  account  the  effect 

3  of  the  proposal  on  competition,  the  convenience  and  needs 

4  of  ■the  community  affected,  the  financial  and  managerial 

5  resources  of  the  individuals  and  banks  involved,  the  future 

6  prospects  of  the  hanks,  and  (in  the  case  of  any  application 

7  by  individuals  who  are  neither  citizens  nor  residents  of  the 

8  United  States)  whether  the  proposal  would  adversely  affect 

9  the  domestic  or  foreign  commerce  of  the  United  States  or 

10  would  otherwise  not  he  in  the  interests  of  the  United  States. 

11  "  (B)  For  purposes  of  this  paragraph,  the  term  'control' 

12  means  the  power,  directy  or  indirectly,  to  vote  25  per  centum 

13  or  more  of  any  class  of  voting  stock  of  a  bank.". 

14  TITLE  HI— COXSOBTIUMS 

15  BROADENING  THE  BANK  HOLDING  COMPANY  ACT  OF  1956 

16  TO  COVER  CONSORTIUMS 

17  Sec.  301.  Section  2  (a)  (2)  (A)  of  the  Bank  Holding 

18  Company  Act  of  1950   (12  U.S.C.  1841(a)  (2)  (A))  is 

19  amended  by  inserting  ",  or  in  concert  with,"  immediately 

20  after  "acting  through". 
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Senator  McInttre.  We  call  as  our  next  witness  a  panel  of  the 
Conference  of  State  Bank  Supervisors  represented  by :  Mr.  John  B. 
Olin,  superintendent  of  banks,  State  of  Oregon,  accompanied  by  Mr. 
Richard  K.  Lignoul,  commissioner  of  banks  and  trust  companies, 
State  of  Illinois,  and  Mr  Leonard  Lapidus,  first  deputy  superin- 
tendent of  banks,  State  of  New  York. 

I  want  to  welcome  you  here,  gentlemen.  And  as  I  understand  it, 
Mr.  Olin,  you  will  speak  for  the  conference  in  your  capacity  as  super- 
intendent of  banks,  then  all  of  the  others  can  join  in  on  some  of  the 
questions  we  direct  to  you.  Is  that  satisfactory  t 

STATEMENT  OF  JOHN  B.  OLIN,  SUPERINTENDENT  OF  BANKS,  STATE 
OF  OREGON;  ACCOMPANIED  BY  RICHARD  K.  LIGNOUL,  COMMIS- 
SIONER OF  BANES  AND  TRUST  COMPANIES,  STATE  OF  ILLINOIS; 
JOSEPH  CIACCIO,  DEPUTY  COMMISSIONER  OF  BANES  AND  TRUST 
COMPANIES,  STATE  OF  ILLINOIS;  AND  LEONARD  LAPIDUS,  FIRST 
DEPUTY  SUPERINTENDENT  OF  BANES,  STATE  OF  HEW  YORE 

Mr.  Own.  Correct,  sir. 

I  won't  go  into  the  full  statement. 

Senator  McIvtyre.  Your  statement,  of  course,  will  be  included  in 
the  record  in  its  entirety.  Anywhere  along  the  line  you  can  save  us 
a  little  time  by  hitting  the  highlights,  fine,  but  I  want  you  to  feel 
free  to  testify  in  any  manner  that  suits  you.  If  you  can,  save  us  a 
little  time  because  I  have  a  lot  of  questions  I  want  to  ask  you. 

Mr.  Olin.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  this  subcommittee,  I  am  John  B. 
Olin,  superintendent  of  banks  for  the  State  of  Oregon  and  first  vice 
president  of  the  Conference  of  State  Bank  Supervisors  in  whose 
behalf  I  am  testifying  today. 

With  me  are  Mr.  Richard  K.  Lignoul,  commissioner  of  banks  and 
trust  companies  for  the  State  of  Illinois,  Mr.  Leonard  Lapidus,  first 
deputy  superintendent  of  banks  for  the  State  of  New  York,  and 
Mr.  Joseph  Ciaccio,  deputy  commissioner  of  banks  and  trust  com- 
panies of  the  State  of  Illinois. 

I  would  like  at  this  time  to  summarise  several  points  relative  to 
the  position  of  CSBS  on  S.  958. 

One:  The  conference  does  not  believe  that  sweeping  legislation  of 
the  type  proposed  is  necessary  for  the  regulation  of  foreign  banks  in 
the  United  States. 

Senator  McInttre.  Mr.  Olin,  I  have  one  ear,  so  if  you  would  bring 
that  microphone  right  to  you.  Speak  right  up. 

Mr.  Olin.  Two:  The  conference  supports  the  position  of  S.  958 
which  would  extend  the  dual  banking  system  by  providing  a  Federal 
charter  option  for  foreign  banks  operating  in  the  United  States. 

Three :  There  has  been  no  showing  that  the  absence  of  a  Federal 
licensing  prerequisite  for  foreign  banks  to  operate  in  the  United 
States  has  adversely  affected  in  any  significant  way  our  national 
policy  objectives  relative  to  the  treatment  of  U.S.  banks  operating 
overseas,  or  with  respect  to  the  efforts  of  foreign  banks  to  establish 
facilities  in  the  United  States. 
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Four:  There  are  differing  views  among  State  bank  supervisors  as 
to  the  necessity  of  FDIC  insurance  for  foreign  branches  and  agencies. 
Various  States  have  taken  special  measures  designed  to  assure  the 
safety  and  soundness  of  foreign  branches  operating  within  their 
borders. 

FDIC  Chairman  Frank  Wille  has  expressed  some  reservations 
about  providing  FDIC  insurance  to  foreign  branches  because  of  the 
possibility  that  extending  such  coverage  to  them  might  jeopardize 
the  Federal  deposit  insurance  fund. 

Five :  It  is  the  position  of  the  conference  that  domestic  banks  are 
not  competitively  disadvantaged  because  of  the  fact  that  some  foreign 
banking  facilities  have  securities  affiliates  in  the  United  States. 

Six:  It  is  the  position  of  the  conference  that  domestic  banks  are 
not  competitively  disadvantaged  because  of  the  fact  that  some  foreign 
branches  and  agencies  are  in  more  than  one  State. 

Seven:  It  is  the  position  of  the  conference  that  no  showing  has 
been  made  that  membership  in  the  Fed  or  domestic  or  foreign  banks 
is  necessary  fo  rthe  Fed  to  carry  out  its  monetary  policies. 

Mr.  Chairman,  as  you  know,  foreign  banks  in  the  United  States 
operate  principally  in  New  Uork,  California,  and  Illinois,  and  to  a 
lesser  extent  in  Oregon,  Washington,  Hawaii,  and  Massachusetts. 
Total  assets  of  these  foreign  banks  are  some  $56  billion,  about  one- 
third  of  the  overseas  assets  of  U.S.  banks. 

As  your  subcommittee  has  heard  during  testimony  on  S.  958.  for- 
eign banking  facilities  in  the  United  States  operate  almost  without 
exception  under  a  State  charter.  This  has  been  due  largely  to  the 
fact  that  provisions  in  the  National  Bank  Act  require  all  directors  of 
national  banks  to  be  American  citizens. 

CSBS  supports  provisions  of  S.  958  that  would  remove  such  re- 
strictive provisions  in  the  National  Bank  Act  in  order  to  facilitate 
.  providing  a  Federal  charter  option  for  foreign  banks  operating  here. 

However,  CSBS  opposes  proposals  in  S.  958  which  would  permit 
a  federally  licensed  foreign  facility  to  operate  in  a  State,  regardless 
of  whether  this  might  contravene  State  law. 

It  is  the  position  of  CSBS  that  a  State  should  have  the  authority 
to  structure  the  financial  institutions  within  its  borders  in  a  manner 
which  it  believes  best  serves  the  needs  and  interests  of  its  residents, 
and  that  in  the  absence  of  some  compelling  national  interest — which 
we  do  not  believe  present  in  this  situation — the  Federal  Government 
should  not  preempt  State  statutes  or  regulations  in  this  area. 

It  has  been  said  that  the  absence  of  a  unified  Federal  policy  de- 
fining where  foreign  banks  may  or  may  not  operate  could  hinder 
our  national  policy  objectives  with  lespt'ct  to  treatment  accorded  U.S. 
banks  operating  overseas.  However,  CSBS  is  not  aware  that  a  show- 
ing has  been  made  to  this  effect. 

In  fact,  Federal  Reserve  data  indicates  that  in  November  1972, 
there  were  approximately  108  U.S.  banks  overseas  with  some  600 
foreign  branches  and  total  assets  of  some  $70  billion.  As  of  Sep- 
tember 1975,  there  were  126  U.S.  banks  operating  751  foreign 
branches  in  some  80  countries  around  the  globe  with  total  assets  of 
about  $160  billion.  This  growth  pattern  would  suggest  that  U.S. 
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banks  are  being  treated  reasonably  well  overseas  under  present  oper- 
ating conditions. 

Nor  has  there  been  a  showing  that  the  absence  of  a  unified  Fed- 
eral policy  regarding  where  foreign  banks  may  operate  in  this 
country  has  had  a  serious  adverse  effect  on  foreign  banks  which  now 
operate  in  accordance  with  the  laws  of  the  States  where  they  are 
located.  Like  our  domestic  banks,  foreign  banks  operating  here  have 
adjusted  well  to  diverse  operating  procedures  or  statutory  require- 
ments instituted  by  States  to  best  handle  problems  unique  to  a  par- 
ticular area. 

Section  25  of  S.  958  would  provide  for  future  mandatory  Federal 
licensing  by  the  Comptroller  of  the  Currency  of  commercial  bank 
operations  of  foreign  banks  in  this  country,  whether  conducted  under 
State  or  Federal  charter. 

The  reason  advanced  for  the  Federal  licensing  procedures  is  that  it 
would  give  the  Federal  Government  the  opportunity  to  consider 
national  interests  and  foreign  policy  factors  in  foreign  bank  entry 
as  well  as  banking  factors  that  will  be  considered  by  bank  regula- 
tory agencies. 

This  greater  Federal  role,  it  is  stated,  will  serve  to  facilitate  greater 
cooperation  among  bank  regulatory  authorities  and  will  strengthen 
the  ability  of  the  Federal  Government  to  obtain  national  treatment 
for  U.S.  banking  institutions  abroad. 

Our  State  bank  supervisors  in  New  York  and  California — where 
the  overwhelming  amount  of  foreign  banking  is  currently  con- 
ducted— have  followed  a  policy  of  consulting  with  State  Department 
representatives  before  granding  a  State  charter  to  a  foreign  bank 
applicant  to  make  certain  that  our  national  interests  would  not  be 
compromised  by  such  action.  This  procedure  has  worked  well. 

CSBS  is  not  aware  that  any  showing  has  been  made  that  the  ab- 
sence of  a  Federal  licensing  prerequisite  for  over  100  years  has  . 
resulted  in  frustrating  our  national  policies,  or  has  significantly  dis- 
advantaged our  banks  in  their  overseas  operations.  The  conference, 
therefore,  does  not  believe  the  Federal  licensing  provisions  are 
necessary  in  connection  with  the  supervision  of  foreign  banks  oper- 
ating in  our  country. 

It  has  been  claimed  that  foreign  banks  operating  in  this  country 
enjoy  certain  major  competitive  advantages  over  our  domestic  banks, 
because  the  former  can  branch  interstate,  and  through  their  affiliates 
can  underwrite  and  deal  in  corporate  securities  in  addition  to  their 
banking  business. 

Interstate  branching  is  prohibited  to  our  domestic  banks.  And 
under  the  Glass- St eagall  Act  domestic  banks  are  prohibited  from 
underwriting  and  dealing  in  corporate  securities. 

CSBS  is  of  the  view  that  domestic  banks  are  not  significantly  dis- 
advantaged by  virtue  of  either  of  these  privileges  granted  to  foreign 
banks  operating  here.  A  rather  small  number  of  foreign  banks  have 
multistate  branches  or  agency  operations,  but  the  geographic  dis- 
persion of  such  interstate  activities  is  largely  confined  to  New  York, 
California,  and  Illinois,  and  to  a  lesser  extent  Oregon,  Washington, 
Hawaii,  and  Massachusetts. 
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In  contrast  to  this  limited  interstate  activity,  the  interstate  bank- 
ing activities  of  our  domestic  bunk  holding  company  nonbank  sub- 
sidiaries, loan  production  offices.  Edge  Act  corporations  and  a  nation- 
wide correspondent  banking  network,  make  insignificant  in  com- 
parison the  interstate  efforts  of  foreign  banks  operating  here. 

As  detailed  in  my  written  statement,  the  "American  Banker"  in 
recent  weeks  has  featured  a  number  of  articles  reflecting  the  spread 
across  the  United  States  of  nonbank  subsidiaries  of  bank  holding 
companies.  Twelve  bank  holding  companies  analyzed  in  these  articles 
have  some  1,550  nonbanking  offices  located  outside  the  city  in  which 
their  headquarters  are  located;  approximately  1,400  of  these  offices 
are  located  in  States  other  than  that  of  the  anchor  bank  of  the  hold- 
ing company. 

In  addition,  the  12  bank  holding  companies  involved  conduct  in- 
ternational operations  through  34  Edge  Act  corporations  and  oper- 
ate 23  loan  production  offices. 

Aside  from  the  unsupportable  claim  that  foreign  branches  and 
agencies  through  their  interstate  activities  enjoy  a  major  competi- 
tive advantage  over  domestic  banks,  it  is  the  position  of  CSBS  that 
a  State  should  be  permitted  to  invite  an  out-of-State  foreign  branch 
or  agency  to  operate  within  its  borders  if  this  is  believed  consistent 
with  its  interests  and  is  not  in  conflict  with  the  State  laws  where 
the  out-of-State  foreign  banking  facilities  are  located. 

Illinois,  for  example,  as  part  of  its  efforts  to  develop  as  an  inter- 
national financial  center,  has  since  1973  invited  foreign  branches  to 
locate  within  certain  areas  of  Chicago.  It  would  appear  to  be  in  our 
national  interests  to  permit  such  development. 

To  restrict  the  efforts  of  Illinois  or  other  States  in  this  area  would 
likely  result  in  foreign  bunks  choosing  California  or  New  York,  ex- 
clusively for  their  operations  in  the  foreseeable  future,  to  the  detri- 
ment of  other  States. 

Furthermore,  CSBS  believes  that  a  State's  branching  provisions 
for  foreign  banks  should  not  be  superseded  as  proposed  in  S.  958. 
This  bill  would  provide  that  a  foreign  bank  could  not  locate  in  a 
second  State  unless  similar  privileges  are  accorded  a  State-chartered 
domestic  bank. 

CSBS  does  not  believe  that  a  State  such  as  Illinois  should  be  un- 
able to  invite  an  out-of-State  foreign  branch  to  operate  within  its 
borders  unless  a  State  bank  similarly  located  shall  have  similar 
branching  provisions.  Branching  provisions,  affecting  either  domestic 
or  foreign  banking  operations.  CSBS  believes,  should  be  strictly  in 
accordance  with  State  law,  consistent  with  the  principles  of  the  Mc- 
Fadden  Act. 

CSBS,  therefore,  opposes  the  provisions  of  S.  958  which  would 
have  the  effect  of  federally  restricting  a  States  ability  to  invite  an 
out-of-State  foreign  banking  office  into  its  borders. 

Under  the  provisions  of  S.  958,  future  ownership  interests  by 
foreign  banks  in  securities  and  other  nonbanking  companies  would 
be  limited  to  the  same  extent  as  domestic  banks. 

According  to  data  from  the  Federal  Reserve,  there  are  21  foreign 
banks  with  commercial  banking  operations   in   the  United   States 
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which  have  interests  in  U.S.  securities  affiliates.  The  Fed  has  com- 
mented that  securities  affiliates  of  foreign  banks  in  this  country  are 
few  in  number  and  small  in  size  with  little  competitive  impact  within 
the  securities  or  banking  industries  here. 

Our  domestic  banks  offer  a  number  of  automatic  investment  plans 
to  depositors  and  shareholders,  and  through  Edge  Corporation  sub- 
sidiaries abroad,  U.S.  banks  engage  in  the  underwriting,  distribu- 
tion and  sale  of  securities  in  foreign  countries. 

CSBS  is  of  the  opinion  there  are  no  significant  competitive  ad- 
vantages occuring  to  foreign  banks  operating  here  as  a  result  of  their 
securities  affiliates,  and  that  any  Federal  legislation  in  this  area 
should  come  only  after  an  extensive  congressional  review  of  the 
Glass-Steagall  Act  such  as  that  now  being  carried  out  by  the  Senate 
Securities  Subcommittee. 

If  after  a  review  of  that  act  activities  now  forbidden  to  domestic 
banks  by  that  act  are  continued,  CSBS  would  favor  prohibiting  such 
activities  for  foreign  banks.  However,  should  this  development  occur. 
CSBS  believes  it  only  equitable  to  grandfather  nonbanking  opera- 
tions established  on  or  before  the  original  date  of  introduction  of  the 
Fed's  proposal  in  Congress  to  regulate  foreign  banks. 

The  bill  would  require  Federal  Reserve  membership  for  all  foreign 
banking  operations  in  the  United  States  where  the  foreign  bank  in- 
volved has  worldwide  assets  in  excess  of  $500  million. 

The  conference  opposes  this  proposal  as  (1)  being  discriminatory 
against  foreign  banks  in  that  domestic  banks  with  $500  million  or 
more  in  assets  are  not  required  to  become  members  of  the  Federal 
Reserve  System,  and  (2)  there  has  been  no  showing  that  membership 
in  the  Fed  of  domestic  or  foreign  banks  is  necessary  for  the  Fed  in 
carrying  out  its  monetary  policies. 

Monetary  policy  inadequacies  and  excesses  of  the  past  decade — and 
for  prior  periods — cannot  reasonably  be  attributed  to  the  option  of 
affiliation  or  nonaffiliation  of  some  banks  with  the  Fed  for  reserve 
purposes. 

Equitable  treatment  of  all  banks  is  also  permitted  under  optional 
affiliation.  Obviously,  some  State-chartered  banks  benefit  from  non- 
affiliation  while  others  benefit  from  membership. 

Mr.  Chairman,  I  have  copies  of  the  Phillips- Robertson  study  which 
I  alluded  to  in  my  written  report,  and  I  would  like  to  deliver  these 
for  the  record.  There  is  one  for  each  or  all,  whoever  would  like  one. 
We  have  plenty  of  copies. 

Senator  McInttbe.  We  will  put  a  copy  of  that  in  the  record.  Thank 
you  very  much  [see  p.  393]. 

I  see  Mr.  Olin,  Mr.  Lignoul  and  Mr.  Lapidus  as  they  were  intro- 
duced. But  there  are.  four  of  you  at  the  table.  Who  is  additional  one! 
Your  name,  sir? 

Introduce  him.  please. 

Mr.  Lignoul.  It  is  Mr.  Joseph  Ciaccio,  who  is  my  deputy  commis- 
sioner. 

Senator  McIxtyre.  Remember  what  I  said  in  answering  these  ques- 
tions ;  use  that  mike. 

I  would  like  to  address  this  question  to  the  State  banking  regula- 
tors that  are  present  here  this  afternoon,  particularly  those  of  New 
York  and  Illinois. 
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Would  you  gentlemen  please,  in  order,  outline  for  the  subcommit- 
tee what  your  general  experience  has  been  with  the  foreign  banks 
doing  busmss  within  your  respective  States?  In  particular,  have  you 
had  any  problems  of  the  type  which  would  require  Federal  help? 

New  York? 

Mr.  Lafidus.  No,  I  can't  say  that  we  have.  We  have  examined  and 
supervised  foreign  banks  and  foreign  banking  institutions  for  many 
years.  We  have  a  large,  well-trained  examining  force  to  do  that.  The 
foreign  banks  have  always  been  cooperative,  and  I  can't  say  that  we 
have  had  any  problems  with  them.  Our  experience  has  been  very- 
good. 

Also,  we  have  cooperated  very  closely  with  the  Federal  Reserve 
System,  and  we  have  joint  reports.  The  Fed  is  kept  well  informed  as 
to  what  is  happening  in  the  area. 

Several  years  ago,  as  you  may  remember,  the  Fed  asked  that  these 
agencies  and  branches  maintain  special  reserve  requirements.  We 
supported  the  Fed  in  that,  and  the  foreign  banking  community  in 
fact  responded  very  cooperatively  to  that.  I  can't  say  we  have  had 
any  problem  at  all. 

Senator  McIxttre.  Thank  you. 

Illinois? 

Mr.  Lioxodl.  We  have  had  no  problem  in  Illinois. 

Senator  McIxttre.  Well,  to  elaborate  on  that  a  little  bit,  it  may 
help  us  if  you  could  just  recite  what  your  general  experience  is  from 
day  to  day  with  these  foreign  banks.  What  do  you  encounter?  What 
are  some  of  the  problems?  Do  they  just  run  automatically? 

Mr.  Lignoul.  No;  we  have  not  encountered  any  problem  with  them 
in  Illinois,  Senator. 

Senator  McIxttre.  You  never  turned  down  an  application? 

Mr.  Lioxodl.  Yes. 

Senator  McIxttre.  You  had  a  problem,  then,  didn't  you  ? 

Mr.  Ligxoul.  Well,  we  had  a  problem  in  that  the  laws  were  not 
reciprocal  between  the  country  and  our  State. 

Senator  McIxttre.  I  will  ask  the  staff  director  to  ask  the  question. 

Mr.  Weber.  Gentlemen,  the  question  is  not  really  focused  m  terms 
of  problems.  You  are  here  this  afternoon  to  help  us  understand  what 
your  own  experience  has  been  with  respect  to  foreign  banking  activ- 
ity within  your  respective  States. 

New  York  perhaps  more  than  any  other  State  has  had  substantial 
experience  with  foreign  banking.  We  are  now  contemplating  enacting 
Federal  legislation.  What  in  general  has  been  your  experience  with 
foreign  banking? 

It  is  a  general  question.  It  is  not  attempting  to  focus  on  the  nega- 
tive. Expound  upon  the  positive  to  the  extent  that  you  can. 

Mr.  Lapidus.  Well,  as  you  know,  we  have  in  New  York  foreign 
bank  subsidiaries  which  have  charters  from  the  State.  We  have  for- 
eign branches,  and  we  have  foreign  agencies  and  so-called  investment 
companies. 

In  general,  they  do  a  business  to  serve  their  nationals.  They  fund 
themselves  largely  in  the  money  market  so  the  operations  are  hichlv 
professional.  Those  foreigners  who  have  wanted  to  do  a  retail  busi- 
ness have  generally  taken  out  a  State  charter  so  that  they  can  have 
the  benefits  of  deposit  insurance. 
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Those  foreigners  who  have  opted  for  retail  banking,  generally  have 
some  sort  of  ethnic  representation  in  New  York,  such  as  the  Puerto 
Rican  banks  and  the  Israeli  banks. 

As  far  as  nonretail  operations,  they  are  largely  devoted  to  export 
and  import  financing.  The  banks  and  agencies  are  staffed  by  highly 
professional  people,  both  foreign  and  American. 

We  find  we  have  had  no  particular  problems  with  any  of  them. 
They  are  well  managed  generally,  and  well  informed,  and  operate 
within  the  laws  of  the  United  States  and  of  the  State  of  New  York. 

I  don't  know  what  else  I  can  add  to  that  except  to  say  our  experi- 
ence generally  has  been  good.  If  there  are  any  specific  points  that 
you  want  to  cover  as  to  our  experience,  I  would  be  very  happy  to  do 
so. 

Senator  McIsttbe.  Well,  one  of  the  questions  would  be  what  about 
this  growth,  this  rapid  growth,  that  we  have  experienced?  Has  this 
opened  any  new  problems  for  your  regulators?  They  are  much  more 
active  now,  are  they  not? 

Mr.  Laptdtjs.  Yes ;  but  it  has  been  a  growth  without  change  in  the 
character  of  their  business.  And  since  we  have  been  able  to  cope  with 
the  character  of  their  business,  we  haven't  any  problems  with  their 
growth. 

The  only  thing  that  occurs  to  me  is  that  the  wholesale  operations 
are  very  sophisticated,  and  it  has  been  a  challenge  to  us  in  terms  of 
keeping  our  examining  staff  knowledgeable  about  what  goes  on  in 
the  foreign  area.  But  I  think  that  that  has  been  impossible  to  do.  It 
has  simply  been  a  challenge  to  stay  abreast  of  developments  in  for- 
eign banking. 

Senator  McTntyhe.  What  about  competition?  Do  some  of  your 
domestic  banks  get  hold  of  you  and  bend  your  ear  about  what  they 
consider  unfairness  that  exists?  Do  you  hear  any  complaints  by 
domestic  banks  asainst  foreign  banks? 

Mr.  Lafidtjs.  No;  not  much  at  all.  The  clearinghouse  banks,  for 
example,  have  not  complained  to  us  about  unfair  competition  of  the 
foreign  banks. 

Senator  McInttbe.  Let's  hear  from  Illinois. 

Mr.  Ltgnthti..  I  have  had  no  complaints. 

Senator  McIntthe.  How  long  have  you  been  the  top  man  ? 

Mr.  Ltonoul.  Just  about  a  year. 

Senator  McIntykk.  How  about  your  deputy  ? 

Mr.  LiGNour,.  He  has  been  there  a  little  longer. 

Senator  McIxtyhe.  Sometimes  the  deputies  are  the  guys  who  have 
been  there  20  years. 

Mr.  Ciaccio.  Thank  you.  Mr.  Chairman.  I  have  been  there  25  years. 

I  think  the  mnior  banks  in  Illinois,  heennse  of  their  foreign  offices 
and  representatives,  are  eager  to  have  foreign  banks  organized  in 
Illinois.  I  think  this  has  tapered  off  We  have  now  some  22  foreign 
bank  branches  in  Illinois. 

As  this  gentleman  just  pointed  out.  it  is  a  highly  sophisticated 
type  of  business,  one  that  is  different  from  direct  competition  with 
domestic  banks.  The  four  maior  banks  who  have  representative  offices 
in  foreign  countries,  as  I  said  earlier,  encourage  the  entry  of  foreign 
banks.  They  do  a  type  of  business  with  their  own  nationals.  With  22 
offices,  we  only  have  four  branches  that  have  main-floor  offices.  All 
are  located  in  office  buildings  20,  25,  30  stories  in  the  air. 
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So  from  that  point  of  view,  I  think  from  the  competitive  stand- 
point, it  is  a  different  type  of  competition  that  is  engaged  in  by  do- 
mestic banks. 

Senator  McInttre.  Could  I  walk  into  one  of  those  banks  and  open 
an  account? 
Mr.  Ciaccio.  Yes,  sir. 

Senator  McInttre.  It  doesn't  give  you  any  problems  with  domestic 
depositors  ? 

Mr.  Ciaccio.  No,  sir;  as  a  matter  of  fact,  it  has  been  our  experience 
the  large  banks,  First  National,  Continental,  Harrison,  and  Northern, 
have  encouraged  reciprocation  with  the  foreign  banks.  We  have  had 
not  a  complaint  in  that  area. 

Senator  McInttre.  You  mean  people  put  money  in  these  banks 
without  the  advantages  of  some  of  the  domestic  banks  such  as  FDIC 
protection?  Are  lawyers  advising  people,  widows,  to  put  money  in 
these  banks  ? 

Mr.  Ciaccio.  I  can  briefly  outline  the  framework  of  our  act.  The 
act  does  have  protection  in  there  for  the  depositors.  We  require  a 
direct  pledge  of  securities  initially,  $100,000  and  5  percent  of  assets, 
whichever  is"  greater  as  it  grows.  These  assets  are  pledged  to  the  Com- 
missioner of  Banks  and  Trust  Companies  and  subject  to  his  control 
with  a  depositor  arrangement. 
We  also  have  108  percent  rule  as  to  the  liabilities. 
Another   protection   we   feel  that   is  in  our  act  is  that  foreign 
branches  are  required  to  submit  and  retain  the  same  reserves,  amount 
of  reserves,  as  the  Federal  Reserve  Bank  in  that  district. 
These  are  the  three  features  of  the  Illinois  Act. 
As  I  say,  referring  back  to  Chairman  Wille's  comment  regarding 
FDIC  coverage  of  this  type  of  thing,  I  think  this  type  of  operation 
and  type  of  foreign  bank  operation  we  have,  our  protection  and  our 
security  is  adequate. 

We  also  have  a  reporting  system.  Once  each  week,  each  foreign 
branch  has  to  report  to  us  that  they  are  maintaining  the  reserves  as 
required  under  our  act.  Our  act  further  requires  that  these  branches 
be  subject  to  examination  and  regulation  just  as  any  State  banks. 

Senator  McIntyre.  Mr.  Olin,  we  would  like  you  to  answer  that 
question.  Senator  Packwood  has  sent  word  he  would  like  to  hear 
what  you  have  to  say. 

Mr.  Olin.  I  am  flattered  because  our  State  is  such  a  small  State 
in  the  way  of  foreign  banking  to  be  surrounded  by  these  giants 
in  New  York  and  Illinois.  On  the  West  Coast,  in  Oregon,  our  banks 
are  one  Canadian,  one  Japanese,  the  Canadian  Imperial  Bank  which 
has  been  there  since  1865,  and  the  Bank  of  Tokyo,  which  has  been 
there  since  1965.  They  are  uniquely  different  banks. 

The  Canadian  bank  is  strictly  a  domestic  type  of  bank,  domestic 
operations,  lending  to  consumers,  home  loans  and  small  businesses 
and  so  on,  and  is  about  $25  to  $30  million  in  asset  size.  And  the 
Tokyo  bank  came  in  in  1965  as  an  international  bank.  And  their 
activities  are  strictly  related  to  international  activities  with  very 
little  if  any  domestic-type  deposits. 

Both  banks  are  required  to  maintain  reserves  at  15  and  5  percent 
level  on  demand  versus  time,  and  we  examine  them  thoroughly  once 
or  twice  a  year.  We  have  had  no  problems  with  them  at  all. 
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The  only  problem  we  had  was  a  legislative  matter  that  was  cured 
in  the  last  legislature  where  under  the  branch  concept,  we  had  to 
address  ourselves  to  in-State  capital  which  is  a  kind  of  an  enigma 
when  you  are  looking  for  capital  certificates  that  don't  exist.  So 
we  removed  the  capital  requirements  so  we  could  look  at  the  mother 
bank  instead.  And  we  have  the  guarantee  and  full  backing  of  the 
parent  organization. 

Senator  McIkttre.  Mr.  Olin,  a  followup.  Some  have  suggested 
that  the  present  system  operates  to  the — do  you  understand  my  New 
England  dialect  ? 

Mr.  Olin.  Yes;  very  well. 

Senator  McInttre.  OK,  over  again.  Some  have  suggested  that 
the  present  system  operates  to  the  benefit  of  foreign  banks  inasmuch 
as  foreign  banks  can  engage  in  a  multistatc  operation;  whereas 
U.S.  banks  cannot. 

Other  observers  maintain  that  if  we  compare  like  activities  of 
competitors  that  U.S.  banks  do,  in  reality,  engage  in  a  substantial 
multistate  banking  business  and  are,  therefore,  at  no  competitive 
disadvantage  vis-a-vis  foreign  banks. 

Would  you  please  clarify  this  so  that  we  may  compare  apples  to 
apples  and  not  apples  to  oranges? 

Do  you  want  me  to  read  that  question  again? 

Mr.  Olin.  If  I  understand  the  question,  you  are  suggesting  that 
the  foreign  banks  have  some  advantages  because  of  their  potential 
or  actually  in  some  cases  interstate  activities. 

I  don't  regard  that  as  an  advantage  because  it  is  rather  minuscule. 

And  as  I  have  said  in  some  detail  in  my  written  statement  and 
my  summary,  our  domestic  banks  are  in  nearly  every  State  in  the 
Union  to  a  great  extent  even  though  they  don't  have  interstate 
direct  branching  authority. 

Senator  McIntyrk.  Would  you  care  to  comment  on  that,  gentle- 
men? New  York  or  Illinois! 

Mr.  Lapidus.  Yes;  thank  you. 

First:  I  hope  that  tenure  in  office  doesn't  indicate  the  degree  of 
your  confidence.  I  have  been  in  this  job  since  November  1,  though 
I  was  with  the  Federal  Reserve  System  for  13  years  prior  to  that, 
with  most  of  my  experience  in  bank  supervision. 

I  guess  I  would  like  to  comment  on  that.  I  think  that  the  so-called 
multistate  advantage  is  probably  the  one  that  appears  to  be  most 
glaring.  And  I  think  Mr.  Olin  has  indicated  that  on  a  de  facto 
oasis,  the  interstate  operations  of  domestic  banks  through  nonbank 
subsidiaries  is  substantial,  much  more  so  than  anythink  foreign 
banks  have  done. 

Bui  even  more  than  that,  I  think  in  this  whole  debate,  something 
has  been  lost  sight  of.  That  is  the  multistate  possibilities  for  foreign 
banks  based  upon  positive  legislation  by  States  to  allow  foreign 
banks  to  operate  within  their  borders. 

This  option  is  open  to  any  State- — to  invite  a  holding  company 
from  another  State  to  acquire  a  bank  within  its  borders.  That  is  if, 
in  fact,  New  York  wanted  to  have  New  Jersey  holding  companies 
acquire  banks  in  the  State  of  New  York,  all  we  would  have  to  do 
is  pass  legislation  to  that  effect.  That  would  meet  the  requirements 
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of  the  so-called  Douglas  amendment.  So  States  could  have  reciprocal 
interstate  acquisition.  And  it  would  be  exactly  analogous  to  what 
has  occurred  with  respect  to  foreign  banks. 

In  fact,  in  some  sense,  New  York  State  is  treating  more  liberally, 
but  on  a  reciprocal  basis,  foreign  countries  than  it  is  treating  sister 
States.  But  we  are  not  barred  from  so  doing. 

Several  years  ago,  there  were  initiatives  taken  by  the  State  of 
New  York,  inviting,  I  think,  California,  and  Illinois,  to  pass  such 
legislation  so  that  the  three  States  could  have  reciprocal  interstate 
acquisition.  You  can  also  have  reciprocal  interstate  branching,  but 
it  would  only  apply  to  nonmember  banks  because  of  the  restrictions, 
if  I  remember  correctly,  of  12  U.S.C  36,  and  U.S.C.  321  which 
derives  from  the  McFadden  Act  and  Banking  Act  of  1933. 

So  in  fact,  there  really  is  no  discrimination;  it  is  simply  a  fact 
that  an  option  has  not  been  exercised  by  domestic  States  with  respect 
to  other  domestic  States,  but  has  been  taken  by  domestic  States  with 
respect  to  foreign  countries. 

Senator  McIntybe.  Mr.  Olin,  we  on  the  committee  here  are 
struggling  with  the  assertion  that  because  of  the  impact  of  foreign 
banking  activity  on  our  credit  markets  and  our  monetary  policy, 
that  additional  authority,  over  foreign  bank  reserves  should  be 
granted  to  the  Federal  Reserve. 

Governor  Mitchell  asserts  that  the  present  disparity  of  reserve 
requirements  results  in  a  competitive  advantage  to  foreign  banks. 
Would  you  care  to  comment? 

Mr.  Olin.  Yes,  I  would  be  delighted. 

I  don't  think  that  his  assertion  has  foundation.  The  monetary 
policy  of  the  Federal  Reserve  Bank  is  largely  conducted  through 
open-market  operations.  And  I  don't  see  where  membership  would 
give  them  any  more  information  than  they  already  have. 

The  States  of  California  and  New  York  and  Oregon  and  Washing- 
ton, I  think  practically  all  of  them  that  have  foreign  bank  activity, 
have  in  a  cooperative  way  required  their  foreign  banks  to  cooperate 
with  the  Fed  in  supplying  monthly  call  reports,  the  detail  of  which 
is  substantially  more  than  that  required  of  domestic  banks  in  their 
quarterly  call  reports. 

That  information  has  been  helpful  for  the  Fed,  I  think,  in 
aggregating  information  and  helpful  to  state  banking  departments 
in  some  areas.  So  I  think  in  that  effort,  their  hypothesis  is  shallow. 

Senator  McInttre.  Mr.  Lignoul,  would  you  like  to  comment  on 
that* 

Mr.  Lignoul.  No,  only  to  again  reiterate  that  in  Illinois,  we  do 
require  of  our  banks  that  same  percentage  as  would  be  required  by 
Fed  member  banks. 

Mr.  Olin.  I  have  one  other  comment.  If  the  Fed  membership  is 
geared  indeed  along  another  trail — and  that  ia  for  sterilization  of 
reserves  and  the  collection  of  reserves,  all  of  the  States  required 
reserves  to  be  maintained,  and  in  our  State,  as  I  think  most  of  them, 
at  a  higher  level  than  the  Fed  requires. 

In  Illinois  where  there  are  no  required  reserves  by  State  hanks, 
they  do  require  foreign  banks  to  maintain  them  at  the  same  ratio, 
I  believe,  as  the  Fed  does. 
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Mr.  Lapidus.  May  I  make  a  comment?  To  draw  the  argument 
back  to  the  analogy  about  how  we  treat  domestic  banking  vis-a-vis 
foreign  banking,  first,  if  there  is  a  disadvantage  to  monetary  policy 
and  an  issue  of  equitable  competition,  the  disadvantage  and  inequity 
is  exactly  of  the  same  kind  that  exists  with  respect  to  nonmembcr 
banks  and  member  banks. 

So  in  order  to  make  the  argument  for  foreigners,  you  have  also 
to  make  the  argument  for  the  way  we  handle  domestic  banks  within 
the  dual  banking  system. 

Senator  McIntyre.  In  his  testimony,  Mr.  Lapidus,  Governor 
Mitchell  alludes  to  the  problems  of  reciprocity  which  arise  when 
foreign  bank  activity  is  regulated  at  the  State  level.  For  example, 
he  uses  New  York  as  an  example  where  because  of  reciprocity  prob- 
lems with  Canada,  a  Canadian  bank  cannot  open  a  bank  in  New 
York  and  that  reciprocity  arrangements  such  as  this  limit  the  areas 
in  which  a  foreign  bank  can  enter  the  United  States. 

He  goes  on  to  say  that  the  international  relations  of  the  United 
States  are  a  matter  for  national  policy  and  not  for  State  policy 
and  that,  therefore,  the  Federal  Government  and  not  the  tatates 
should  determine  whether  a  foreign  bank  affiliate  could  or  should 
be  authorized  within  a  particular  State. 

Would  you  care  to  comment? 

Mr.  Lapidus.  Yes.  With  respect  to  foreign  banking  corporations, 
we  have  a  reciprocity  arrangement  which  essentially  says  a  foreign 
bank  may  not  establish  a  foreign  branch  in  New  York  unless  a  New 
York  domiciled  bank  may  establish  a  bank  branch  or  agency  in 
that  foreign  country. 

The  situation  with  respect  to  Canada  is  different.  There  are 
Canadian  trust  companies  operating  in  New  York  which  were 
established  prior  to  the  reciprocity  law.  By  long-standing  agree- 
ment, they  do  not  take  deposits.  And  essentially,  therefore,  they 
don't  operate  as  branches  or  banks,  but  more  like  agencies. 

And  I  suppose  in  that  sense,  Governor  Mitchell  has  a  point.  In 
fact,  we  have  been  dealing  with  foreign  nationals  on  a  reciprocal 
basis,  and  the  Federal  Government  has  not  had  a  direct  role.  I 
think  there  is  some  truth  in  that. 

Senator  McIntyre.  Is  that  any  kind  of  a  problem? 

Mr.  Lapidus.  On  a  de  facto  basis,  I  don't  think  so  because  foreign 
banking  has  grown  here  very  rapidly  under  these  arrangements. 
And  American  banks,  New  York  bonks,  have  grown  rapidly  in 
foreign  countries  under  these  arrangements. 

Senator  McIntyre.  Mr.  Olin! 

Mr.  Olin.  I  think  probably  the  reciprocity  concept  is 

Senator  McIntyre.  Speak  up  now;  I  can't  hear. 

Mr.  Olin.  I  think  the  reciprocity  concept  is  more  one  of  non- 
discrimination sort  of  concept,  meaning  whatever  bank  would  come 
to  this  State  would  operate  under  our  State  laws  if  our  banks  could  go 
to  their  countries  and  operate  under  their  laws. 

I  think  the  real  question,  though,  boils  down  to  where  is  there 
the  demand?  As  a  small  example,  our  legislature  for  a  number  of 
years  prohibited  foreign  banks  to  coine  to  our  state.  They  did  it  in 
a  very  negative  way  by  requiring  FDIC  insurance  which  couldn't 
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be  written.  That  was  removed  and  purged  in  the  last  legislature 
with  the  hope  of  the  Economic  Development  Committee  of  the 
state  that  this  would  cause  a  great  run  and  bring  in  foreign  banks 
to  do  whatever  they  do. 

We  have  had  two  very  subtle  inquiries.  And  I  think  State  by  State 
where  there  is  a  demand,  the  foreign  banks  will  evidence  their  de- 
mand by  making  inquiries.  And  if  the  laws  prohibit  and  there  is  a 
need,  the  laws  will  be  changed. 

This  is  something  I  think  should  be  answered  on  a  State-by-State 
basis  and  not  on  a  national  basis. 

Senator  McIntyre.  Mr.  Olin,  Mr.  Webster  says  here  that  none 
of  the  responses  we  have  had  went  to  the  question,  that  part  of  the 
question,  which  says,  "the  Federal  Government,"  not  the  State  should 
determine  whether  the  foreign  bank  affiliate  could  or  should  be 
authorized  within  a  particular  State. 

I  think  your  answers  have  said  you  don't  agree  with  that. 

Mr.  Olin.  That's  true. 

Senator  McIntyre.  Mr.  Lignoul,  how  do  you  see  the  future  devel- 
opment of  foreign  banking  activity?  You  have  been  in  office  for  a 
year.  Are  there  any  trends  developing  as  to  type  of  operation  such 
as  agencies,  subsidiary  or  branch? 

Mr.  LiGNoui..  We  just  have  branches. 

Senator  McIntyre.  Just  branches? 

Any  other  comments  ? 

Mr.  Lignoul.  And  I  would  say  that  I  see  the  trend  as  leveling 
off.  I  now  have  22  banks.  I  have  no  applications  pending  from 
foreign  banks. 

Senator  McIntyre.  You  have  to  make  the  laws  of  Illinois  as 
receptive  or  inviting  to  foreign  banking  as  you  can. 

Mr.  Lignottl.  Yes. 

Mr.  Olin.  As  I  said,  we  opened  it  up  in  Oregon,  but  there  has 
been  no  demand.  The  closest  demand  came  from  a  bank  in  Brazil. 
And  because  of  the  pending  legislation  in  Congress  and  potential 
blockage  of  their  coming  into  this  country,  they  have  kind  of 
backed  off  and  said,  "If  we  come  in  at  all,  we  will  come  in  as  a 
representative  office  and  not  a  bank." 

Senator  McIntyre.  New  York? 

Mr.  Lapidus.  I  think  the  first  statement  I  would  make  is  there 
is  a  great  deal  of  foreign  interest  in  coming  in  and  doing  banking 
in  New  York.  I  can't  with  any  confidence  say  in  which  direction 
this  will  go. 

In  recent  years,  there  has  been  much  more  interest  in  doing  a 
retail  business  in  New  York.  For  example,  Barclay's  Bank,  as  you 
know,  some  years  ago  acquired  a  bank  in  Westchester.  We  have  had 
representatives  from  other  foreigners  interested  in  coming  in  and 
doing  a  banking  business  in  New  York. 

To  the  extent  that  they  want  to  do  retail  banking  business,  they 
would  undoubtedly  establish  full-fledged  State-chartered  banks. 
From  our  point  of  view,  there  is  little  difficulty  in  that  because  the 
bank  in  fact  is  chartered,  and  it  has  all  of  the  rights,  powers,  and 
responsibilities  of  a  chartered  bank. 
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As  far  as  we  are  concerned,  when  foreign  banks  come  in,  it  poses 
fewer  competitive  problems.  So  at  least  in  that  sense,  we  certainly 
would  welcome  the  entry  of  foreign  banks  seeking  to  do  a  retail  or 
wholesale  banking  business  in  the  State. 

Senator  McInttrb.  Does  anybady  know  about  California!  Un- 
fortunately, we  don't  have  a  California  representative  on  the  panel. 

Mr.  Olin.  I  can  speak  in  a  general  way. 

Senator  McInttrk.  What  I  want  to  know  is  you  say  it  is  leveling 
off;  does  California  feel  it  is  leveling  off? 

Mr.  Olin.  I  can't  speak  directly  for  California,  but  I  can  speak 
for  the  reports  I  get  from  the  Commissioner  on  a  monthly  basis. 
There  have  been  relatively  few  new  banks  chartered  there.  They 
are  basically  out  of  the  agency  and  branch  business  as  far  as  new 
business  is  concerned. 

But  the  banks  that  they  have  which  are  subsidiaries  and  fully 
under  control  of  the  California  law,  insured,  et  cetera,  have  been 
growing,  I  think,  rather  substantially  along  with  the  growth  rate 
of  California. 

Senator  McIntyre.  I  think  this  question  could  be  answered 
rather  quickly.  Are  there  trends,  Mr.  Olin,  regarding  commercial 
accounts!  And  do  you  see  such  likelihood  that  more  States  than 
and  international  business  versus  emphasis  on  small,  individual 
the  present  handful  will  be  seeking  to  encourage  foreign  banking 
activity  in  the  future? 

Mr.  Olin.  I  am  sorry,  I  missed  the  first  part  of  your  question. 

Senator  McIntyre.  Are  there  trends  regarding  commercial  and 
international  business  versus  emphasis  on  small,  individual  accounts? 
And  do  you  see  such  likelihood  that  more  States  than  the  present 
handful  will  be  seeking  to  encourage  foreign  banking  activity  in 
the  future? 

Mr.  Olin.  On  the  subject  of  banking  interest  throughout  the 
country,  1  think  that  interest  has  largely  been  expressed  by  the 
past  where  the  banks  are  largely  in  the  money  centers  on  each 
seaboard. 

As  far  as  the  first  part  of  your  question,  did  that  relate  to  the 
breaking  out  of  individual  accounts  versus  commercial  accounts!  I 
would  suspect  that  the  subsidiary  bank-type  accounts  might  lean 
toward  the  smaller  type  business  accounts;  the  branch  type,  agency, 
et  cetera,  would  be  largely  wholesale  operations. 

But  I  think  New  York  would  be  a  good  example,  Mr.  Lapidus 
could  speak  to  what  is  happening  in  New  York  which  would  be 
typical. 

Mr.  Lapidus.  I  probably  tackled  part  of  that  question  in  my  re- 
sponse to  the  last  one. 

I  would  say  that  there  tend  to  be  two  kinds  of  inquiries  that  we 
get,  two  kinds  of  interests  on  the  part  of  foreigners. 

One  is  to  do  the  international  business,  export/import  business, 
and  foreign  exchange  operations  and  that  kind  of  thing.  That  is 
highly  professional  and  would  tend  to  be  in  the  large  money 
market  centers. 

To  the  extent  that  in  general  such  centers  are  growing  more 
rapidly  outside  of  large  money  market  centers  such  as  New  York 
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City  and  Chicago,  I  would  expect  in  the  future  you  are  going  to 
see  an  interest  of  foreign  banks  in  the  cities  that  become  regional 
money  market  centers. 

I  can't  predict  specifically  where  these  centers  are  going  to  be, 
but  I  am  quite  sure  if  you  look  down  the  road  10  or  20  years,  that's 
what  you  will  find. 

With  respect  to  the  retail  interest,  as  I  indicated,  in  New  York, 
it  has  been  centered  with  those  foreigners  who  have  an  ethnic  interest, 
an  ethnic  population  for  whom  they  have  some  appeal.  As  I  say, 
in  New  York,  the  Puerto  Rican  banks  and  the  Israeli  banks. 

However,  for  example,  Barclay's  has  expanded  and  is  doing  a 
retail  business.  I  think  there  will  be  others.  But  I  think  it  is  hard 
to  say  what  kind  of  attraction  foreign  banks  are  in  the  outlying 
areas  of  New  York  State  without  an  ethnic  appeal. 

Nevertheless,  Americans  are  becoming  quite  cosmopolitan,  and 
they  are  becoming  quite  willing  to  bank  with  a  good  English-owned 
bank,  for  example,  as  much  as  with  a  good  American  bank. 

Senator  McInttre.  In  his  testimony  yesterday — we  had  the 
Deputy  Secretary  of  the  Treasury,  Mr.  Gardner,  who  will  be  ad- 
vancing, I  believe,  to  the  Federal  Reserve,  I  guess  as  Vice  Chairman. 

Mr.  Gardner  told  us  about  the  need  in  his  opinion  for  Federal 
oversight  and  the  need  for  an  orderly  pattern  of  regulation  for  the 
future.  In  this  regard,  do  you,  Mr.  Olin,  have  any  objection  to  the 
Federal  Government  superimposing  reporting  requirements  or 
even  Federal  examination  over  and  above  that  which  exists  at  the 
State  level  in  furtherance  of  these  legitimate  national  concerns? 

Mr.  Olin.  Not  generally.  I  do  feel,  however,  that  the  banks  in 
the  principal  money  centers  and  in  all  of  the  States  which  have 
foreign  banks  are  adequately  supervised. 

Now,  the  sharing  of  those  examination  reports  is  pretty  much 
up  to  each  individual  State  to  address  itself  to,  but  I  have  no  personal 
objection  to  that.  Because  we  do  share  now,  for  instance,  with  the 
Corporation.  And  we  would  share  with  the  Comptroller. 

Senator  McTntthe.  Do  the  other  gentlemen  agree  with  that? 

Mr.  Lapidus.  Yes.  There  would  not  be  any  problem. 

Senator  McIntthe.  What  about  entry  ?  Should  entry,  as  suggested 
by  the  Fed,  be  pursuant  solely  to  an  established  Federal  policy? 

Mr.  Olin.  I  think  not.  I  think  there  should  be  some  clearing  with 
the  State  Department  so  we  know  what  the  national  trends  and 
interests  were.  But  I  think  the  States  are  perfectly  prepared  to 
address  themselves  to  entry  problems  and  the  needs  of  their  com- 
munity. 

Senator  McInttre.  Any  other  comments  on  that? 

Mr.  Laptdus.  Generally,  the  position  of  the  CBS  is  that  there 
should  be  Federal  licensing  or  chartering  of  foreign  banks.  That 
is,  that  there  should  be  a  dual  operation  for  foreigners  just  as  well 
as  for  Americans.  And  in  that  sense,  the  Federal  presence  is  per- 
fectly warranted  and  sensible. 

I  think  that  there  are  some  real  problems  in  the  proposals  in  the 
Fed  bill  with  respect  to  agencies. 

The  Fed's  proposal  goes  even  beyond  the  issue  of  entry.  If 
agencies  are  defined  as  banks  under  the  Holding  Company  Act,  in 
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my  own  view,  the  result  would  lw  to  define  as  a  bank  what  is  much 
closer  to  a  nonbank  subsidiary.  That  leads  to  a  lot  of  problems,  and 
I  think  it  violates  the  underlying  logic  of  the  restrictions  of  the 
Bank  Holding  Company  Act. 

That  is,  there  are  many  safety  restrictions  in  the  Bank  Holding 
Company  Act  that  limit  the  kinds  of  risks  that  a  bank  holding 
company  can  take  and  that  limit  the  interaffiliate  relationships 
between  nonbank  subsidiaries  and  the  bank. 

The  underlying  logic  is  to  protect  American  depositors  or  protect 
the  Federal  Deposit  Insurance  Corporation  from  those  risks  or 
from  interaffiliate  dealings  that  would  be  injurious  to  depositors. 

Since  an  agency  doesn't  accept  deposits,  defining  it  as  a  bank 
makes  it  subject  to  restrictions  which  have  no  public  interest  purpose. 

On  the  other  hand  you  will  unnecessarily  hobble  the  kind  of 
activities  in  which  agencies  engage. 

I  think  that  really  is  a  basic  flaw  in  the  proposal. 

Senator  McIkttbe.  Mr.  Olin,  as  far  as  dual  banking  consider- 
ations are  concerned,  you  support  a  federal  option,  but  reject  the 
notion  that  the  Federal  Government  should  be  able  to  authorize  the 
presence  of  a  foreign  bank  within  a  given  State  if  tne  State  does  not 
concur ! 

Mr.  Olin.  That's  true. 

Senator  McIxtyre.  Isn't  this  inconsistent  with  present  policy  re- 
garding the  ability  of  a  national  bank  to  locate  within  a  given 
State  regardless  of  State  concurrence) 

Mr.  Olin.  I  don't  think  so.  The  national  bank  can  locate  in  any 
State  as  a  bank,  but  when  we  get  down  to  Drachma  concepts,  then 
they  must  recognize  State  blanching  laws.  And  that  is  basically 
what  we  are  talking  to. 

We  have  the  further  problem  with  the  bill  on  chartering  in  that 
national  banks  under  this  bill  would  be  able,  or  the  Comptroller 
would  be  able,  to  charter  a  national  bank  in  any  State  if  they  didn't 
want  to  have  a  foreign  bank.  We  think  that  right  should  be  reserved 
to  the  States.  So  if  a  State  will  permit  a  foreign  bank,  yes,  there 
should  be  a    national  option. 

Senator  McInttke.  Mr.  Weber  has  a  distinction. 

Mr.  Weber.  It  is  just  a  question  of  whether  or  not  when  you  talk 
about  any  parallel  that  can  be  drawn  between  the  present  system 
regarding  national  bank  entry  and  prospective  foreign  bank  entry 
in  a  particular  State,  whether  or  not  there  wouldn't  be  distinctions 
to  be  drawn  between  whether,  as  you  suggest,  you  are  talking  about 
an  agency  or  branch  which  you  say  distinguishes  between  any 
parallel  made  to  the  national  banks,  and  subsidiaries  which  are 
set  up  in  the  name  of  a  bank. 

And,  therefore,  should  not  foreign  subsidiaries  be  able  to  come 
in  by  reference  to  the  existing  system  nationally,  regardless  of 
State  concurrence? 

Mr.  Olin.  I  probably  lost  you  on  the  first  turn  of  your  question. 

The  subsidiaries  can  come  into  States  now  even  though  they  are 
foreign  controlled.  There  might  be  some  laws  that  except  that,  but 
they  certainly  can't  in  our  State,  and  they  can  obviously  in  Cali- 
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forma.  And  there  could  be  national  banks  there,  too,  except  for  the 
problem  of  the  directorship.  And  that  is  proposed  in  the  bill  to  be 
relaxed — foreign  origin  of  the  director. 

Mr.  Lapidus.  To  clarify  my  position,  I  have  no  objection  to 
Federal  chartering  or  licensing  of  foreign  banks  in  any  State  in 
the  Union. 

Senator  McIntyre.  With  or  without  this? 

Mr.  Lapious.  But  I  do  have  an  objection  to  branches  and  agencies. 
Agencies,  particularly,  as  indicated  because  I  do  not  consider  them 
to  be  banks.  They  are  much  closer  to  nonbank  subs. 

Senator  McIntyre.  Do  you  feel  the  same  way? 

No,  sir,  I  believe  whether  or  not  a  foreign  bank  possessing  a  Federal 
charter,  or  certificate  of  authority,  may  operate  in  a  State  should 
be  dependent  on  State  law.  If  a  foreign  bank  under  a  State  charter 
is  not  permitted  within  a  particular  State,  it  is  my  position  and  the 
position  of  the  Conference  of  State  Bank  Supervisors  that  a  fed- 
erally chartered  institution  may  not  enter  that  State  in  contravention 
of  State  law. 

Senator  McIntyre.  Gentlemen,  in  a  letter  submitted  for  the  record, 
the  Comptroller  of  the  Currency  states  the  following: 

My  Impression  is  that  foreign  banks  like  our  own  are  taking  a  hard  look 
at  balance  sheet  considerations  and,  therefore,  considerable  expansion  by 
foreign  banks  in  the  United  States  is  unlikely  in  the  year  ahead. 

The  Comptroller  goes  on  to  state  that  these  balance  sheet  con- 
siderations will  operate  as  a  natural  governor  on  major  foreign 
bank  expansion  in  the  United  States  in  1976. 

Do  you  agree,  Mr.  Olin? 

Mr.  Olin.  I  don't  think  I  fully  understand  what  he  is  saying. 

Senator  McIntyre.   Balance  sheet  considerations. 

Mr.  Olin.  Is  he  talking  about  ratios?  Is  he  talking  about  loan 
saturation  ? 

Senator  McIntyre.  I  would  think  that  the  balance  sheet  con- 
sideration would  be  how  I  would  look  at  the  balance  sheet  if  I  was 
thinking  of  investing  in  that  particular  bank. 

Mr.  Olin.  In  that  consideration,  I  think  investors  do  and  de- 
positors do.  Sitting  on  the  complaint  desk  from  time  to  time  in  our 
State,  we  get  questions  from  customers,  "Gosh,  this  bank  doesn't  have 
FDlC  insurance,  are  we  going  to  be  safe?" 

And  I  say,  "You  better  look  at  the  balance  sheet." 

And  when  they  look  at  the  balance  sheet  of  a  Canadian  bank, 
they  see  the  loan-to-deposit  ratio  is  low,  and  capital  is  relatively 
high,  and  earnings  are  great.  And  they  have  a  difficult  time  regarding 
some  of  the  things  in  the  report,  but  we  have  not  had  problems  in 
that  area.  So  we  have  been  able  in  a  comfortable  way  to  say,  "Yes, 
this  is  a  good  bank." 

Another  bank  which  is  an  international  trading  bank,  hadn't 
been  attracted  to  this  particular  type  of  analogy.  Their  accounts 
have  been  trading  acounts. 

Senator  McIntyre.  How  does  New  York  feel  about  this?  The 
Comptroller  is  telling  us  he  doesn't  think  there  is  going  to  be  any 
flurry  of  excitement  in  1976;  it  is  going  to  level  off  a  little  bit; 
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consideration  of  the  balance  sheets  of  their  banks  are  going  to  be 
a  factor. 

Mr.  Lafidus.  If  you  promise  not  to  call  me  back  in  a  year  and 
tell  me  my  prediction  is  lousy 

Senator  McInttre.  I  promise  I  will  not  call  you  back  in  a  year. 
You  have  a  firm  guarantee  in  writing. 

Mr.  Lapidus.  On  the  basis  of  simply  the  conversations  and  evidence 
of  interest,  I  would  think  there  is  still  continued  interest  by  foreign- 
ers to  bank  in  the  United  States. 

I  would  also  point  out  that  I  was  told,  although  I  didn't  check, 
bank  prices  today  in  terms  of  the  usual  kinds  of  ratios,  price/earnings 
ratios,  price/dividend  ratios,  are  lower  today  than  they  were  on  the 
day  the  banks  reopened  in  1933  that  would  make  them  rather 
attractive  acquisitions  for  anyone  who  wants  to  establish  a  banking 
presence  here. 

So  in  fact,  American  banks  may  be  priced  rather  attractively  to 
foreigners  who  would  like  to  engage  in  barking  here. 

But  I  won't  hang  my  hat  on  that,  rather  r.iainly  on  the  fact  that 
we  see  evidence  of  continued  interest  by  foreigners  in  banking  in  the 
United  States. 

Mr.  Lignoul.  Mr.  Chairman,  I  had  already  addressed  myself  to 
it,  I  think,  when  I  said  that  it  has  peaked  as  far  as  Illinois  is  con- 
cerned  because   we   no  longer  have   any   applications   pending   in 

Senator  McInttbe.  OK.  Well,  gentlemen,  the  last  question.  We 
submitted  to  you  an  outline  of  about  seven,  possibly  more,  things 
that  we  could  do.  Supposing  the  subcommittee  after  full  hearings 
decides  to  bring  to  the  attention  of  the  full  committee  that  it  does 
seem,  after  hearings,  that  there  is  a  need  to  establish  a  better  Federal 
handle  over  foreign  banking  in  the  United  States. 

So  I  submitted  these  things  to  you,  asking  for  your  comment.  You 
don't  need  to  give  them  to  me  today.  Sit  down  and  write  us  a  letter 
for  inclusion  in  the  record  on  how  you  feel  about  these  suggestions 
in  this  memo. 

With  that,  thank  you  all  for  your  attendance  here  today,  your 
helpful  testimony. 

Mr.  Olin.  It  was  a  pleasure  being  here,  It  was  nice  meeting  with 
you. 

[The  full  statement  of  the  Conference  of  State  Bank  Super- 
visors, the  Robertson-Phillips  pamphlet,  and  additional  comments 
of  the  above  witnesses  follow :] 
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Mr.    Chairman,    and  nembers  of  this   Subcommittee,    I   aa 
John  B.   Olin,   Superintendent  of  Banks   for  the  State  of 
Oregon  and  First  Vice  President  of  the  Conference  of  State 
Bank  Supervisors,   in  whose  behalf  I   am  testifying  today. 
With  bo  are  Mr.   Carl  J.   Schaitt,  Superintendent  of  Banks 
for  the  State  of  California,  Mr.    Richard  K.    Lignoul,   Com- 
missioner of  Banks  and  Trust   Companies   for  the  State  of 
Illinois,   and  Mr.    Leonard  Lapidus,    First  Deputy  Superin- 
tendent of  Banks   for  the  State  of  New  York. 

The  Conference  of  State  Bank  Supervisors    (CSBS)    is 
composed  of  officials  of  the  state  governments  responsible 
for  the  supervision  of  state-chartered  commercial  and  mu- 
tual savings  banks    in  the   50  states,   and  of  such  officials 
in  the   Commonwealth  of  Puerto  Rico,    Guam  and  the  Virgin 
Islands.      Our  responsibilities  embrace   the   supervision  of 
approximately  10,200   state -chartered  domestic  commercial 
and  mutual  savings  banks  with  assets  of  some   $500  billion. 
State-chartered  U.    S.   banking  offices  of  foreign  banks   com- 
ing within  our  supervision  have  assets  of  approximately  $55 
billion.      These   foreign  banks  are   located  principally  in 
New  York  and  California,   and  to  a  lesser  extent  in  Illinois. 

The  Conference  is  pleased  to  have  the  opportunity  to 
appear  before  your  Subcommittee  in  connection  with  S.  958 
because  foreign  banking  operations  in  this  country  have 
grown  rapidly  in  the  past  few  years,  and  as  a  result  there 
have  arisen  many  questions  relative  to  regulatory  policies 
governing  the  operations   of  such  banks. 
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Questions   relative   to  regulatory  policy  considera- 
tions have  arisen  principally  because   foreign  banks   in 
this  country  operate  almost  without  exception  under 
charters  granted  by  state  banking  departments.      And,   it 
is   claimed  by  some   that  in  the  absence  of  a  unified  fed- 
eral policy  affecting  foreign  banks  in  this  country,  sone 
unfair  competitive  advantages   accrue  to   foreign  banks  vis- 
a-vis  domestic  banks,   that  the  current  pattern  of  state 
regulation  may   lead  to  anticompetitive  as  well  as   other  re- 
sults that  may  not  be  in  our  national  interests,  and  that 
the  present  situation  creates   a  gap  in  the  Federal  Reserve 
Board's  control  over  domestic  monetary  conditions. 

It  is    true  that  foreign  banks  have  been  operating  in 
this   country  chiefly  under  state  charters   for  many  years. 
Under  state  regulation  the  operations   of  foreign-owned 
banks  have  grown  steadily  through  the  years,   and  within 
the   framework  of  our  decentralized  banking  system  it  is 
anticipated  this   activity  will  continue  to  grow  and  to  in- 
creasingly serve  as   a  competitive  stimulus   to  our  banking 
and  financial  markets. 

The  choice  of  a  state  charter  for  the  U.   S.   banking 
offices  of  foreign  banks  has  been  due  largely  to  the  fact 
that  provisions   in  the  National  Bank  Act  require  all  direc- 
tors of  national  banks   to  be  American  citizens.     In  this 
connection,  CSBS  supports    the  provisions  of  S.    958  that 
would  remove  such  restrictive  provisions  in  the  National 
Bank  Act  in  order  to  facilitate  providing  a  federal  charter 
option  for  foreign  banks  operating  in  this  country.     This 
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principle  of  dualism  -   the  choice  of  operating  under  a 
federal  or  state  charter  •  is  an  essential  of  our  present 
dual  banking  systen.      CSBS  supports   this   option  for  foreign 
banks  as  being  consistent  with  its  support  of  a  federal 
charter  option  for  mutual  savings  banks  which  presently 
operate  solely  under  state  charters  in  17  states.     However, 
CSBS  opposes  proposals   in  S.    9S8  which  would  permit  fed- 
erally licensed  branches   to  operate  in  any  state,  regard- 
less  of  whether  that  state  night  permit  foreign  bank  offices 
under  a  state  charter.      It  is   the  position  of  CSBS  that  a 
state  should  have  the  authority  to  structure  the  financial 
institutions  within  its  borders  in  a  manner  which  it  be- 
lieves best  serves  the  needs  and  interests  of  its  residents, 
and  that  in  the  absence  of  some  compelling  national  interest 
which  we  do  not  believe  present  in  this  situation   -  the  fed- 
eral government  should  not  preempt  state  statutes  or  regula- 
tion in  this   area. 

Foreign- owned  banks  nay  operate  today  under  state  char- 
ters in  some  ten  states  subject  to  the  regulations  of  those 

1/ 
states.  The  overwhelming  amount  of  foreign  banking  activ- 

ity, however,  is  centered  in  New  York  and  California  princi- 
pally because  of  their  importance  as  trade  and  financial 
centers.     Illinois  enacted  legislation  in  1973  permitting 
foreign  branches  in  the   Chicago  area. 


1/     Alaska,  California,    Georgia,  Hawaii,    Illinois,  Massa- 
chusetts, New  York,  Oregon,  Utah  and  Washington.     A 
few  states  specifically  prohibit  foreign  banks.     Several 
state  statutes  are  silent  in  this  area. 
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CSBS  is  not  aware  that  the  absence  of  a  unified  fed- 
eral policy  defining  where  foreign  banks  nay  or  may  not 
operate  has  hindered  our  national  policy  objectives  with 
respect  to  treatment  accorded  11.   S.  banks  operating  over- 
seas.    There  have  been  statements   that  because  some  states 
have  chosen  not  to  permit  foreign  banks   to  operate  within 
their  borders,    this  could  hinder  the  efforts  of  domestic 
banks  headquartered  in  such  states   to  secure  operating 
privileges  in  some  foreign  countries.     CSBS  does  not  be- 
lieve there  is  evidence  that  the  actions  of  states 
in  this  regard  have  resulted  in  seriously  disadvantaging 
our  domestic  banks.     Illustrative  of  this   are  statistics 
issued  by  the  Federal  Reserve  System  showing  that  as  of 
September  197S  there  were  126  U.   S.  banks  operating  751 
foreign  branches   in  some    80   countries  around  the  globe 
with  total  assets  of  about  $135  billion.     In  addition,  ac- 
cording to  the  Fed's   data,    there   are  a  large  number  of 
domestic  banks  with  foreign  subsidiaries  with  another  $25 
billion  in  assets.      Taken  together,    these  overseas   facili- 
ties are  about  three  times  as  large  in  terms  of  assets  as 
those  of  foreign  banks   operating  in  the  United  States. 

Nor  has  there  been  a  showing  that  the  absence  of  a 
unified  federal  policy  has  had  any  seriously  adverse  effect 
on  foreign  banks  which  now  operate  under  laws  of  the  states 
in  which  they  are  located.  Like  our  domestic  banks,  foreign 
banks  operating  here  have  adjusted  well  to  diverse  operating 
procedures  or  statutory  requirements  instituted  by  states  to 
best  handle  problems  unique  to  a  particular  area.     Figures 
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released  by  the  Federal  Reserve  System  would  seen  to  sub- 
stantiate this.      From  November  1972  when  the   Fed  began  its 
■onthly  reporting  system  for  foreign  bank  operations  in  this 
country  through"  September  1975,  the  number  of  foreign  banking 
facilities  in  the  U.  S.   increased  from  104  to  181,  and  total 
U.  S.   assets  more  than  doubled  from  $24  billion  in  November 
1972  to  JS6  billion  in  September  1975.     However,  impressive 
as  this  growth  is,  it  must  be  recognised  that  this  consti- 
tutes only  6. St  of  all  U.   S.   commercial  bank  assets,  and 
that  the  assets  of  U.  5.  banks  operating  overseas  also  grew 
during  this  same  period  at  a  somewhat  comparable  rate. 

In  carrying  out  their  chartering  responsibilities,   the 
California  and  New  York  Banking  Departments  have  followed 
the  practice  of  consulting  with  U.    S.    Department  of  State 
representatives  to  assure  that  no  state  charters  were  grant- 
ed to  foreign  bank  operations  which  might  be  contrary  to  our 
national   interests. 

Section  25  of  S.   958  would  provide  for  future  mandatory 
federal  licensing  by  the  Comptroller  of  the  Currency  of  com- 
mercial bank  operations  of  foreign  banks    in  this  country, 
whether  conducted  under  state   or  federal   law.      This   federal 
licensing  requirement  would  cover  foreign  bank  subsidiaries, 
foreign  branches  or  agencies.      The  Comptroller  would  be  pro- 
hibited from  .issuing  a  license  if  the  Secretary  of  the  Trea- 
sury, after  taking   into  account  the  views  and  recommendations 
of  the  Secretary  of  State  for  the  United  States  and  the 
Board  of  Governors  of  the  Federal  Reserve  System,  determines 
that  the  issuance  of  a  federal  banking  license  would  adversely 
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affect  the  domestic  or  foreign  commerce  of  the  United  States 
or  would  otherwise  not  be  in  the  interests  of  this  country. 

The  reason  advanced  for  the  federal  licensing  procedures 
is  that  it  would  give  the  federal  government  the  opportunity 
to  consider  national  interests  and  foreign  policy  factors 
in  foreign  bank  entry  as  well  as  banking  factors   that  will 
be  considered  by  bank  regulatory  agencies.     This  greater 
federal  role,  it  is  stated,  will  serve  to  facilitate  great- 
er cooperation  among  bank  regulatory  authorities   and  will 
strengthen  the  ability  of  the   federal  government  to  obtain 
national  treatment  for  U.   S.   banking  institutions   abroad. 

The  Conference  of  State  Bank  Supervisors   is   certain 
that  the  state  banking  authorities   in   those   states  where 
foreign  banks  may  locate  would  be  pleased  to  participate  in 
consultative  procedures  with  the  appropriate  U.S.   State  Depart- 
ment or  Treasury  Department  representatives   in  connection 
with  entry  requests  of  foreign  banks  because   state  officials 
are   as   interested  in  furthering  our  national  interests   as 
are   federal  officials.     However,  it  should  be  pointed  out 
that  no  showing  has  been  made  of  any  sort  that  the   lack  of 
a  federal  licensing  procedure   for  over  a  hundred  years  has 
resulted  in  frustrating  our  national  policy  objectives,   nor 
has  any  evidence  been  produced  that  the   lack  of  such  pro- 
cedures have  significantly  disadvantaged  our  banks  operat- 
ing overseas . 

Furthermore,  the  Conference  does  not  believe  that  for- 
eign agencies  should  be  under  the  federal  licensing  provi- 
sions of  S.   958.      The  provisions  of  S.    958  would  make  both 
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foreign  branches  and  agencies   "banks"  within  the  terns   of 
the  Bank  Holding  Company  Act.     However,   since  foreign  agen- 
cies do  not  accept  domestic  deposits,  it  would  appear  that 
these  operations  should  not  cone  within  the  provisions  of 
the  Bank  Holding  Company  Act  and  that  they  should  not  be 
subject  to  the  federal  licensing  provisions  of  S.  9S8. 

Alleged  Advantages  of  Foreign  Banks  Over  Domestic  Banks 

It  has  been  contended  that  because  of  the  absence  of 
federal  regulatory   controls   over   foreign  banks   they  enjoy 
some  major  competitive  advantages  over  domestic  banks. 
The   Federal  Reserve  has  pointed  out  that  one  of  the  prin- 
cipal regulatory  advantages   for  a  foreign  bank  in  operat- 
ing through  branch  and  agency  forms  of  organization  is  that 
branches  and  agencies   are  not   legally  subject  to  any  of  the 
reserve  requirements   or  other  regulations   affecting  monetary 
policy  placed  on  the  operations   of  national  and  state  member 
banks. 

The  above  data  could  be  easily  misinterpreted.     All 
states  with  branches   of  foreign  banks   apply  reserve  require- 
ments equivalent  to  those  of  state  banks.     Even  in  Illinois, 
where  there   are  no  state  reserve  requirements,   branches  of 
foreign  banks   are  required  to  maintain  reserves  equal  to 
those  required  by  the  Federal   Reserve  of  state  member  banks. 
Foreign  agencies  do  not  accept  domestic  deposits  and  re- 
serves are  not  maintained  against  them.      In  New  York,  where 
nearly  all  foreign  branches  are  located,  in  addition  to  re- 
serves,  foreign  branches  must  maintain  a  special  liquidity 
reserve  in  the  form  of  five  percent  of  assets  segregated 


!y  Google 


and.  maintained  under  a  restricted  deposit  agreement  subject 
to  withdrawal  only  with  the  consent  of  the  New  York  State 
Superintendent.  Restricted  as  this  reserve  is,  it  is  over 
and  above  vault  cash  and  other  liquidity  reserves.  Thus, 
in  actual  practice,  foreign  branch  reserves  nay  well  be 
higher  than  those  of  domestic  banks,  albeit  in  more  flex- 
ible forms.  The  net  result  is  no  significant  advantage  to 
foreign  facilities. 

As  will  be  pointed  out  in  subsequent  paragraphs  of 
this  statement,  CSBS  does  not  believe  the  Federal  Reserve 
needs  reserve -setting  authority  over  foreign  banks,  branches 
Or  agencies,  or  more  importantly  over  state -char tared  domes- 
tic banks,  in  conducting  its  monetary  policy  responsibilities. 

Another  alleged  advantage  of  foreign  branches  and  agen- 
cies is  the  fact  that  they  are  not  subject  to  any  federal 
restrictions  on  multi-state  banking  and  thus  can  be  estab- 
lished in  any  state  that  permits  entry  even  if  a  foreign 
bank  has  a  state  or  federally -chartered  subsidiary  bank  in 
another  state.     According  to  Federal  Reserve  data,   there  are 
44  foreign  banks  which  have  commercial  banking  operations 
(agencies  or  branches)    in  more  than  one  state. 

CSBS  believes   this  alleged  competitive  advantage  should 
be  placed  in  perspective.     Most  of  the  multi -state  foreign 
branches  or  agencies  are  located  in  California,  New  York  and 
Illinois,  although  a  few  are  in  Illinois,  Massachusetts, 
Washington,  Oregon  and  the  Virgin  Islands. 

The  rather  small  number  of  foreign  multi-state  branch- 
ing or  agency  operations,  and  the  limited  geographic 
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representation  of  such  multi-state  activities  are  reflected 
in  data  fro*  the  Federal  Reserve  System,  which  is  attached  as 
Exhibit  fl. 

In  contrast  with  this   Halted  interstate  banking  activ- 
ity of  foreign  branches  and  agencies,  domestic  banks  engage 
extensively  in  interstate  banking  operations.      Domestic 
banks  utilize  a  wide  range  of  aulti -state  bank  holding 
company  bank  and  nonbank  affiliates.  Edge  Act  Corporations, 
loan  production  offices,  traveling  loan  and  deposit-produc- 
ing officers,  and  a  nationwide  correspondent  banking  network 
that  aake  insignificant,  in  comparison,  the  interstate  ef- 
forts of  foreign  banks  operating  in  this  country. 

In  recent  weeks  the  American  Banker  newspaper  has  fea- 
tured a  number  of  articles  reflecting  the  spread  across  the 
United  States  of  nonbank  subsidiaries   of  bank  holding  com-. 
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panies.         Twelve  bank  holding  companies  have  been  analyzed 
in  detail  in  these  articles  as  to  the  number  of  the  nonbank 
offices  of  each,  and  the  number  of  states  in  which  they 
operate.     The  identities  of  these  bank  holding  companies  are 
set  forth  in  Exhibit  #2. 

According  to  data  reflected  in  these  articles,  the  main 
offices  of  the  anchor  banks  of  the  twelve  bank  holding  com- 
panies reviewed  are  located  in  seven  states,  yet  the  offices 
of  their  nonbank  subsidiaries  are  located  in  forty-three 
states.  These  twelve  bank  holding  companies  have  1550  non- 
banking  offices  located  outside  the  city  in  which  their 
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headquarters  are  located;   approximately   1,400  of  these  of- 
fices are  located  in  states  other  than  that  of  the  anchor 
bank  of  the  holding  company.      In  addition,   the   twelve  bank 
holding  companies  conduct  interstate  operations  through 
thirty-four  Edge  Act  Corporations  and  twenty-three  loan 
production  offices. 

According  to  the  American  Banker  articles,   the  nonbank 
subsidiaries  of  the  twelve  bank  holding  companies  are  en- 
gaged in  a  wide  range  of  "banking"  related  activities. 
These  activities   (the  number  of  the  twelve  holding  companies 
which  engage  in  the  particular  type  Of  operation  is  listed 
in  parenthesis)    are  as   follows:   consumer  and  sales  finance 
(11};  mortgage  banking  (11);   leasing  (10);  selling  and  re- 
issuing credit -related  insurance    (9);    factoring   (7);   invest- 
ment management  advice   (6) ;   real  estate  advice- (5) ;  provid- 
ing venture  capital  to  small  businesses   (S) ;  computer  services 
(3) ;   trust  services    (2)  ;  marketing  travelers  checks    (2) ;   com- 
merical  leasing    (1)  ;  management  consulting    (1) ;   urban  rede- 
velopment (1) ;  credit  card  services   (1) ;   travel  services  (1) ; 
making  and  servicing  of  government  guaranteed  student  loans 
(10) ;  various  accounting  services   (1) ;  and  underwriting  in- 
surance  (1) .     Four  of  these  bank  holding  companies  own  finan- 
cial intermediaries  operating  in  other  states  which  can 
gather   funds  at  the  retail   level   through  the  sale  of  thrift 
certificates.     Three  own  industrial  banks  which  operate 
primarily  in  Colorado;   and  one  owns  a  thrift  and  loan  asso- 
ciation in  California. 

Thus,  by  comparison,  If.  S.  banks  conduct  a  far  more  sig- 
nificant level  of  interstate  operations  than  do  foreign  banks. 
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Aside  froa  the  (insupportable  claim  that  the  interstate 
activities  of  foreign  branches  anil  agencies  enjoy  a  major 
competitive  advantage  over  domestic  banks,  it  is   the  posi- 
tion of  CSBS  that  a  state  should  be  permitted  to  invite  an 
out-of-state  foreign  branch  or  agency  to  operate  within  its 
borders  if  this  is   believed  consistent  with  its  interests 
and  is  not  in  conflict  with  the  state  laws  where  the  out -of* 
state  foreign  banking  facilities  are  located.     This  is  a 
judgmental  question  which  is  best  handled  at  a  state  level. 
Illinois,  as  mentioned  earlier,  has  since  1973  invited  for- 
eign branches   to   locate  within  certain  areas  of  Chicago. 
This  action  is  part  of  the  State's  efforts  to  develop  as  an 
international  financial  center.      CSBS  believes  it  to  be  in 
our  national  interests  to  permit  such  development.     To  do 
otherwise  in  the  foreign  banking  field  would  likely  result 
in  foreign  banks  choosing  California  or  New  York,  exclusively, 
for  their  U.   S.   operations,  to  the  detriment  of  other  states. 

Under  the  provisions  of  S.    9S8,  amendments  would  be 
made  to   the  Bank  Holding  Company  Act  which  would  provide 
that  branches  and  agencies  of  foreign  banks  could  not  be  es- 
tablished outside  of  a  foreign  bank's  state  of  principal 
banking  operations  unless  a  state  bank  in  that  state  could 
also  establish  such  offices.      It  is   the  position  of  the 
Conference  that  branching  provisions  affecting  either  domes- 
tic or  foreign  banking  operations  should  be  strictly  in  ac- 
cordance with  state  law,  consistent  with  the  principles  of 
the  McFadden  Act.     CSBS,  therefore,  opposes   the  provisions 
of  S.  958  which  would  have  the  effect  of  restricting  a 
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state's  ability  to  invite  an  out-of-state  foreign  banking  of- 
fice into  its  borders  without  also  tying  to  that  invitation  a 
provision  that  a  domestic,  state-chartered  commercial  bank 
similarly  located  out-of-state  could  also  establish  an  office. 

In  connection  with  the  above,  it  is  interesting  to  note 
that  the  State  of  Maine  last  year  passed  a  statute,  effective 
January  1,    1978,  which  provides   for  reciprocal  interstate 
holding  conpany  acquisitions  of  banks.     Maine  is  the   first 
state  to  pass  such  legislation  although  similar  action  has 
been  considered  in  the  past  by  New  York  and  California. 

Another  alleged  major  competitive  advantage  for  foreign 
banks  is  the  fact  that  foreign  banks,  through  subsidiaries 
and  affiliates,  nay  underwrite  and  deal  in  corporate  securi- 
ties in  addition  to  their  banking  business.  These  activi- 
ties in  the  U.  S.  are  prohibited  to  domestic  banks  under  the 
Glass -Steagall  Act  of  1933.  According  to  data  from  the  Fed- 
eral Reserve,  21  foreign  banks  with  commerical  banking  oper- 
ations in  the  U.   S.   have  interests   in  U.   S.  broker-dealers. 

The  securities  affiliates  of  foreign  banks  are  relative- 
ly few  in  number  and  are   located  principally  in  New  York 
City,  engaging  primarily  in  brokerage  activities    for  foreign 
customers  of  these   foreign  banks. 

The  Federal  Reserve  during   197S  in  commenting  on  the 
provisions  of  a  bill  to  regulate  foreign  banking  in  the  U.  S., 
stated  that  securities  affiliates  of  foreign  banks   in  this 
country  are  few  in  number  and  small  in  size  with  little 
competitive  impact  within  the  securities  or  banking  indus- 
tries here. 
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It  should  be  borne  is  mind  that  our  domestic  banks  of- 
fer a  number  of  automatic  investment  plans   to  depositors  and 
shareholders,   and  through  Edge  Corporation  subsidiaries  abroad, 
U.  S.  banks  can,  and  do,  engage  in  the  underwriting,  distri- 
bution and  sale  of  securities  in  foreign  countries. 

CSBS  is  of  the  opinion  there  are  no  significant  compet- 
itive  advantages   accruing  to  foreign  banks  operating  here 
as  a  result  of  their  securities  affiliates,  and  that  any  fed- 
eral legislation  in  this  area  should  come  only  after  an  ex- 
tensive Congressional  review  of  the  Glass -Steagall  Act  such 
as   that  now  being  carried  on  by  the  Senate  Securities  Sub 
committee.      If,  after  a  review  of  that  Act,  prohibitions  are 
continued  on  domestic  banks   from  engaging  in  activities  now 
forbidden  to  them  by  that  Act,    the  Conference  would  favor  pro- 
hibiting such  activities   to  foreign  banks.     However,   should 
this  development  occur,  the  Conference  believes  it  only  equit- 
able to  grandfather  nonbanking  operations  established  on  or 
before  the  original  date  of  introduction  of  the  Fed's  pro- 
posal in  Congress    (December  3,    1974)    to  regulate  foreign 
banks.     Such  grandfathering  would  also  be  desirable  in  order 
to  prevent  retaliatory  action  against  U.   S.    banks  abroad. 

Mandatory  Membership  in  the   Federal  Reserve  System 

S.    9SS  would  require  Federal  Reserve  membership   for  all 
foreign  banking  operations  in  the  U.  S.  where  the  foreign 
bank  involved  had  worldwide  assets  in  excess  of  {S00  million. 
Such  foreign  banks   would  have   to  maintain  reserve  require- 
ments and  conform  to  other  provisions  of  the  Federal  Reserve 
Act  with  respect  to  their  operations  in   the  United  States, 
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and  would  have  access  to  the  discount  and  lending  facili- 
ties of  the  Federal  Reserve.      The  exception  made  for  for- 
eign banks  with  less  than  JSOO  Billion  in  world-wide  assets 
is  on  the  grounds   that  banks  of  that  size  are  likely  to 
cone  to  the  U.  S.   for  specialized  purposes  and  that  such 
treatment  is   comparable  to  that  given  domestic  banks. 

The  Conference  of  State  Bank  Supervisors  opposes  the 
mandatory  membership  provisions  of  S.    9S8  because:    (1)    they 
are  discriminatory  against  foreign  banks  in  that  domestic 
banks  with  $500  million  or  more  in  assets  are  not  required 
to  become  members  of  the   Federal  Reserve   System,   and   (2) 
there  has  been  no  showing  that  membership  in  the  Fed  of 
domestic  or  foreign  banks   is  necessary  for  the   Fed  in  carry- 
ing out  its  monetary  policy  responsibilities.      It   is  the 
position  of  the  Conference  of  State  Bank  Supervisors,   that 
effective  monetary  policies   are  not  contingent  on  the   sole 
determination  of  state -chartered  bank  reserves  by  the  Fed 
or  by  placement  of  state -chartered  bank  reserves   in  the 
Federal  Reserve  System,  whether  subject  banks  be  domestic 

y 

or   foreign. 

Other   factors  control   aggregate  monetary  conditions. 
To  quote  briefly   from  the   Robertson-Phillips  study,   a  copy 
of  which  is  being  furnished  for  the  record: 


A  CSBS  commissioned  study  by  Professors  Ross  M.  Robertson 
and  Almarin  Phillips  entitled  Optional  Affiliation  With 
the  Federal  Reserve  System  for  Reserve  Purposes  is  Con- 
sistent With  Effective  Monetary  Policies  demons trateti  that 
optional  at  til  i.  at  ion  of  s  tat  e-^hiii-tettd  bank;;  with  the  Fed 
for  reserve  purposes  has  not  significantly  impaired  mone- 
tary policies  nor  can  be  expected  to  do  so  in  the  future. 
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There  Is  substantial  agreement  that  the  reserve  Mea- 
sure most  useful  for  control  purposes  is  the  monetary 
base    (base  money) ,  which  is  defined  as  the  net  mone- 
tary liabilities  of  the  federal  government  (i.e.,  the 
Federal  Reserve  and  the  U.   S.   Treasury}...      Growth  of 
the  monetary  base  is  essentially  determined  by  Federal 
Reserve  holdings  of  U.  S.   government  securities,  the 
major  source  component  of  the  base.     Although  views 
differ  on  the  precision  with  which  the  monetary  base 
can  be  regulated,  the  consensus  among  monetary  econo- 
mists is  that  its  siie  can  be  set  within  very  close 
tolerances  on  a  monthly  basis. 

The  control  of  the  monetary  base  by  the  Federal  Reserve 
is  not  contingent  on  compulsory  affiliation  of  state-char- 
tered banks  with  the  Fed  for  reserve  purposes. 

The  Conference  of  State  Bank  Supervisors   is  unaware  of 
any  showing  by  the  Fed  that  monetary  policy  inadequacies   and 
excesses  of  the  past  decade   -  and  for  prior  periods   -   can 
reasonably  be   attributed  to  optional  affiliation  or  nonaffil- 
iation  of  some  banks  with  the  Fed  for  reserve  purposes. 

Equitable  Treatment:     Nor  is  the  compulsory  affiliation 
question,   in  a  valid  sense,  one  of  inequitable  treatment  of 
member  vis-a-vis  nonsember  banks.     It  frequently  has  been 
stated  that  only  member  bank  reserves  placed  with  the  Fed 
are  idle  reserve  assets;   that  state-chartered  nonmember  bank 
reserves,  which  most  typically  are  deposited  with  correspon- 
dent banks   as  demand  balances   and  less   frequently  held  in 
the  form  of  government  securities,  earn  a  return;   and 


!y  Google 


377 


therefore  that  member  banks  are  inequitably  treated. 

That  is  only  a  half-truth. 

Both  member  and  nonmomber  banks  have  diverse  noninter- 
est-bearing  reserve  type  assets.  Beth  groups  also  have 
diverse  noninterost-beaxing  liabilities  related  to  member/ 
nonaember  status.  Both  groups  obtain  certain  benefits  froa 
noninte rest -bearing  assets,  as  well  as  incur  certain  costs 
in  connection  with  noninterest-bearing  liabilities. 

The  Conference  of  State  Bank  Supervisors  has  near  com- 
pletion en  in-depth  study  of  benefits  and  costs  associated 
with  noninte rest -bearing  asset  and  liability  items  as  they 
relate  to  the  aember /nonaember  equitable  treatment  question. 

This  study,  based  on  year-end  1972  and  year-end  1973 
data,  can  be  summarized  by  the  following  eleven  statements: 

1.  Obviously,  only  member  banks  hold  reserves  with 
the  Fed. 

2.  Member  banks  hold  reserves  in  the  form  of  currency 
and  coin  in  their  vaults  at  levels  comparable  to 
nonaember  banks. 


Within  this   framework  noninterest -bearing   assets   in- 
clude reserves  with  Federal  Reserve  banks,  demand  bal- 
ances with  banks  in  the  U.S.,  and  currency  and  coin. 
The  sua  of  these   is  expressed  as   a  ratio  to   total  deposits. 
Noninterest-bearing   liability  items   include  demand  de- 
posits  from  commercial   banks    in  the  U.S.,   demand  deposits 
from  mutual  savings  banks     demand  deposits   from  the  U.S. 
government,   and  demand  deposits   from  states   and  politi- 
cal subdivisions.     The  sua  of  these  is  also  expressed  as 
a  ratio  to  total  deposits.     The  criteria  used  in  select- 
ing these  liability  items  are   (1)   large  accounts;   (2) 
low  activity  or  low  administrative  cost  per  dollar  of 
account;  and  (3)   deposits  which  were  believed  to  be 
made   significantly  more  attractive  by  virtue  of  the 
charter  status  of  the  deposit-receiving  bank. 
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Member  banks  also  hold  noninterest -bearing  assets 
In  the  foro  of  demand  balances  with  banks  in  the 
U.  S.  Members'  non interest -bearing  "due  from  com 
mercial  bank"  assets,  however,  average  only  about 
one-half  those  of  noroaembor  banks  of  comparable 
size. 

Total  noninterest -bearing  financial   assets  as  men- 
tioned above  of  aeaber  banks  average  higher  per  dol- 
lar of  total  deposits  than  nonmenbers    (11.21  vs. 
9.3t,  a  1.9  percentage  disadvantage  for  aeaber 
banks  as   a  whole) . 

Member  banks,  however,  on  average  enjoy  higher 
ratios  of  attractive  noninterest -bearing  liabilities 
attributable  to  or  associated  with  menber/nonmenber 
status   (7.5%  vs.   4.6t,  a  2.9  percentage  advantage 
for  member  banks   as   a  whole) . 

Since  member  banks  have  a  1.9  percentage  disadvantage 
in  nonlnterest-bearing  reserve-type  assets  but  enjoy 
a  2.9  percentage  advantage   in  noninterest -bearing 
liabilities,    it  would  appear,   on  the  surface  at 
least,  that  member  banks  as  a  whole  have  a  1.0  per- 
centage net  advantage,    rather  than  a  disadvantage 
by  virtue  of  their  Federal  Reserve  affiliation. 
Other  factors,  however,  must  be  considered  and  are 
summarized  below. 

Member  banks  enjoy  certain  noninterest  benefits  from 
noninterest -bearing  assets.      FTom  their  reserves- 
placed  with  the  Fed,  and  in  the  form  of  currency  and 
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coin  they  get: 

a.  Check  clearing  services. 

b.  Management  consulting  services,  including  profit 
analyses. 

c.  Currency  and  coin  conveniences. 

d.  Discount  privileges. 

e.  Added  assurance  of  back-up  strength  by  virtue 
Of  direct  affiliation  with  the  central  bank  as 
lender  of  last  resort. 

f.  Billions  of  dollars  of  correspondent  balances  in 
the  form  of  noninterest-bearlng  demand  deposits. 
Ninety-six  percent  of  all  correspondent  balances 
go  to  member  banks . 

8.  Member  banks   also  enjoy  certain  noninterest  benefits 
from  noninterest -bearing  nonreserve  assets  in  the 
form  of  demand  balances  with  banks   in  the  U.S.      These 
benefits  include: 

a.  Check  clearing  services. 

b.  Loan  participations. 

9.  Nonmember  banks,   somewhat  like  member  banks,  enjoy 
certain  noninterest  benefits   from  their  noninterest - 
bearing  assets  held  largely  in  the  form  of  demand 
balances  with  banks   in  the  U.    S.    and  currency  and 
coin.      Nonmember  benefits   include: 

a.  Check  clearing  through  their  correspondent  bank. 

b.  Management  consulting,  including  portfolio  in- 
vestments and  trust  services. 

c.  Currency  and  coin. 

d.  Loan  participations. 
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10.  Member  and  nonmember  banks  also  incur  certain  costs 
in  holding  noninte rest -bearing  liabilities  associated 
with  their  member /nonmember  status.      These  costs 
include : 

a.  Check  processing  services  provided  for  respondent 
banks. 

b.  Management  consulting. 

c.  Currency  and  coin  handling. 

d.  Lending  function  -  although  in  some  cases  directly 
as  profitable  as  other  bank  functions. 

e.  A  network  of  traveling  correspondent  bank  of- 
ficers and  supporting  internal  staffs. 

11.  Taking  into  account  member /nonmember  ratios  of  major 
noninterest-bearing   assets  and  liabilities  associated 
with  member /nonmember  status  plus  benefits  and  costs 
attributable  thereto,    it  cannot  be  demonstrated  that 
member  banks  as  a  whole  are  inequitably  treated. 
Obviously,  however,    some  state -chartered  banks  bene- 
fit by  nonmember ship ,  particularly  if  they  do  not 
choose  to  play  a  major  role  in  providing  correspon- 
dent services.      Equally  obvious,  other  state-char- 
tered banks  benefit  by  membership  in  the  Fed,  partic- 
ularly if  they  choose  to  play  a  major  role   in  pro- 
viding  correspondent  services.      The  marketplace 
tends  to  determine  choices  of  the  two  respective 
groups.      The  net  product  is  a  dynamic  interbank  cor- 
respondent system  which  serves  well  the  public  inter- 
est.     Whatever  inequitable  treatment  there  may  be 
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for  individual  member  or  ncram ember  banks,   it  can 
best  be  resolved  by  other  than  compulsory  affilia- 
tion with  the   Fed  for  reserve  purposes. 

The  inequitable  treatment   issue  as   it  relates  to  aea- 
ber/ nonmember  status  per  se  with  the  Fed  is  demonstrably  in- 
valid. 

Banking  Structure :  The  primary  valid  issue  in  question 
is  that  of  the  banking  structure  in  the  broader  sense. 

More  specifically  is  the  question  of  whether  or  not 
our  nation  shall  have  a  private  system  of  interinstltutional 
relationships  or  a  government  controlled  and  operated  system. 

Continued  optional  affiliation  with  the  Fed  for  reserve 
purposes  will  help  to  assure  a  relatively  free  and  flexible 
private  system.      The  primary  stimulant  to  the  dynamics  of 
that  private  system  is   the  approximately  $20  billion  of  non- 
interest  -bearing  and  otherwise  attractive  demand  deposit   lia- 
bilities  (net,  after  adjustment  for  cash  items  in  the  process 
of  collection)  which  correspondent  banks  have  from  respondent 
banks   (commercial  and  mutual  savings  banks)   and  from  savings 
and  loan  associations.      These  balances   are  a  great  stimulant 
to  an  array  of  services  which  are  in  the  public  interest. 
Compulsory  affiliation  with  the  Fed  for  reserve  purposes 
would  reduce  those  private  service  stimulating  balances  from 
nonmember  banks  by  approximately  SOt,  according  to  studies 
conducted  by  CSBS. 

Concomitant  with  various  proposals  for  compulsory  place- 
ment of  son  nonmember  domestic  bank  reserves  with  the  Fed  and 
a  resulting  sharp  reduction  in  nonmember  balances  largely 
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with  menbor  banks,   cor rasp on dent  functions  would  be  translo- 
cated from  the  private  to  the  government  sector  of  the  economy. 
In  like  manner,  S.    958  would  inevitably  translocate  the 
decision -making  process  of  foreign  facilities  from  the  private 
to  the  government  sector  of  the  economy. 

This  would  violate  the  public  interest.      A  government 
controlled  and  operated  system  of  interinstitutional  relation- 
ships  could  not  be  expected  to  achieve   the  efficiency,  sensi- 
tivity to  the  annual  need  for  billions  of  diverse  transactions 
and  sensitivity  to  the  needs  of  widely  diverse  trade  areas 
inherent  in  the  now  largely  private,  decentralized,  flexible 
system.      It  would  be   impossible  for  a  centralized  agency  of 
the  federal   government  to  establish  and  control  a  system 
which  could  perceive  and  respond  to  the  diverse  needs  of 
Concord,  Hew  Hampshire  and  Paris,   France,   as  effectively  as 
our  present  dynamic  private  international  banking  system. 

Centralization  Per  Se:      By  its  nature,  the  central  bank 
of  any  nation  is  centralized.     Monetary  policy  is  a  central- 
ized function  in  that   it  most  appropriately  is  effected  in 
an  aggregate  manner.     It  works  most  appropriately  through 
monetary  aggregates  then  leaves  to  the  relatively  free  econ- 
omy the  allocation  and  use  of  those  monetary  aggregates.     At 
least  that  is  the  way  it  works  so  effectively  in  the  rela- 
tively free  American  marketplace.      Direct  control  by  a  central 
bank  over  all   individual  private  banks   is  not  necessary  to 
the  achievement  of  -effective  monetary  policies  in  a  free 
economy. 

Compulsory  membership  of  foreign  banking  facilities 
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with  the  Fed  would  be  an  undesirable  step  towards  centraliza- 
tion of  the  economic  decision -making  processes,  would  at  best 
obscure  appropriate  aggregate  monetary  policy  goals  and  would 
be  without  offsetting  benefits,  assuming  the  desirability  and 
intent  of  continued  decentralized  socio-economic  decision- 
making . 

Conclusion:  Continued  optional  affiliation  of  state- 
chartered  domestic  banks  with  the  Federal  Reserve  for  reserve 
purposes  will  be  in  the  public  interest.  That  system  is  con- 
sistent with  effective  monetary  policies,  and  equitable  treat- 
ment of  banks.  These  same  concepts  are  largely  applicable  to 
the  question  of  optional  membership  of  foreign  banking  facil- 
ities with  the  Federal  Reserve. 

FDIC  Insurance  for  Branches  and  Agencies  of  Foreign  Banks 

Subsidiary  banks  of  foreign  banks  are  required  by  the 
Bank  Holding  Company  Act  to  carry  Federal  Deposit   Insurance. 
S.   958  would  require  FDIC  insurance  be  extended  to  branches 
and  agencies  of  foreign  banks. 

There  is  a  difference  of  views  among  State  Bank  Super- 
visors  as  to  the  necessity  of  extending  FDIC  insurance   to 
branches   and  agencies   of  foreign  banks.      However,   state  bank- 
ing departments  examine  all   foreign-owned  state-chartered 
subsidiaries,  agencies  and  branches  at  least  once  a  year. 
Because  the  FDIC  does  not  insure  deposits   in  branches  of 
foreign  banks  and  because  capital  in  a  branch  is  a  nebulous 
concept,   states  have  resorted  to  various  statutory  or  reg- 
ulatory "substitutes"  and  approaches  to  assure  soundness. 
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The  statutory  approach  is  generally  patterned  after 
Hew  York  banking  lav  (Sec.    202-b)  which  requires  that: 

1.    (a)  Upon  opening  a  branch  and  thereafter,   a  foreign 
banking  corporation. ..shall  keep  on  deposit,. ..with 
such  banks  or  trust  companies  or  private  bankers  or 
national  banks  in  the   state  of  New  York  as   such  for- 
eign banking  corporation  may  designate  and  the  super- 
intendent may  approve,  interest 'bearing  stocks  and 
bonds,  notes,   debentures,   or  other  obligations  of 
the  united  States  or  any  agency  or  instrumentality 
thereof,  or  guaranteed  by  the  United  States,  or  of 
this  state,  or  of  a  city,  county,  town,  village, 
school  district,  or  instrumentality  of  this  state 
or  guaranteed  by  this  state,  or  dollar  deposits,   or 
obligations  of  the  International  Bank  for  Reconstruc- 
tion and  Development,  or  obligations  issued  by  the 
Inter -American  Development  Bank,   or  obligations  of 
the  Asian  Development  Bank,    to  an  aggregate  amount, 
...of  not  less  than  one  hundred  thousand  dollars; 
provided,  however,   that  the  superintendent  may  from 
time  to  time  require  that   the  assets   deposited. .. 
may  be  maintained  by  the  foreign  banking  corpora- 
tion at  such  amount   as  he  shall  deem  necessary  or 
desirable  for  the  maintenance  of  a  sound  financial 
condition,  the  protection  of  depositors  and  the 
public  interest,   and  to  maintain  public  confidence 
in  the  business  of  such  branch  or  branches... 
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2.      Bach  foreign  banking  corporation  shall  hold  in  this 
state  currency,  bonds,  notes,  debentures,   drafts, 
bills  of  exchange  or  other  evidences  of  indebted- 
ness or  other  obligations  payable  in  the  United 
States  or  in  United  States  funds  or,  with  the  prior 
approval  of  the  superintendent,  in  funds  freely  con- 
vertible into  United  States  funds,  in  an  amount 
which  shall  be  not  less  than  one  hundred  eight  per 
centum  of  the  aggregate  amount  of  liabilities  of 
such  foreign  banking  corporation  payable   at  or 
through  its  agency,  agencies,  branch  or  branches  in 
this  state... (The  Superintendent) .. .may  require  such 
foreign  banking  corporation  to  deposit,. ..the  assets 
required  to  be  held  in  this   state. . .with  such  banks 
or  trust  companies  or  private  bankers  or  national 
banks  located  in  this  state,  as  such  foreign  bank- 
ing corporation  may  designate  and  the  superintendent 
may  approve. 
The  above  requirement,    referred  to   generally  as   the  "108 
percent  rule"  has  found  its  way  into  the  statutes  or  practices 
of  Illinois,  Massachusetts  and  Washington.      The  State  of 
Illinois  requires  foreign  branches,  in  addition  to  the  108 
percent  rule,   to  maintain  interest  bearing  obligations   or 
dollar  deposits  of  not  less  than  the  greater  of  $100,000  or 
five  percent  of  total   liabilities,   such  obligations  or  de- 
posits to  be  maintained  with  a  state  or  national  bank. 

As  a  matter  of  interest,  it  should  be  noted  that  the 
Federal  Deposit  Insurance  Corporation  on  December  30,  1975 
made  public  a  letter  of  comment  which  it  had  sent  to  the 
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House  Subcommittee  on  Financial   Institutions  Supervision, 
Regulation  and  Insurance  relative  to  proposals  in  H.R.    S617 
(The  Foreign  Bank  Act  of  1975)   to  extend  FDIC  insurance  to 
foreign  branches  and  agencies. 

FDIC  Chairman  Frank  Wille  concluded  in  his   letter  that: 
"...it  is  our  view  that  the  Federal  Reserve  has  es- 
tablished no  clear  need  for  regulating  foreign  bank 
operations  in  this  country  differently  from  those  of 
domestic  banks.     He  therefore  believe  that,   if  exist- 
ing law  stays  as  it  is  for  domestic  banks,  both  Fed- 
eral Reserve  membership  and  Federal  deposit  insurance 
should  be  made  available  to  foreign  banks'   domestic 
operations  only  on  an  optional  basis  and  that  if  a 
foreign  bank  wishes  to  qualify  for  Federal  deposit 
insurance,   it  continue  to  be  required,  as  at  present, 
to  establish  a  separately  incorporated  domestic  sub- 
sidiary.    Domestic  branches  and  agencies  of  foreign 
banks   should  not  be  made  eligible  for  Federal  deposit 
insurance  without  a  full  appreciation  by  the  Congress 
of  the  substantial   financial  risks   this  could  entail 
for  the  Federal  deposit   insurance  fund..." 
Mr.    Chairman,    the  Conference  of  State  Bank  Supervisors 
does  not  believe  that  sweeping  legislation  of  the  type  pro- 
posed is  necessary  for  the  regulation  of  foreign  banks   in 
this   country.      CSBS  supports  the  necessary  amendments   to 
the  National  Bank  Act  to  facilitate  the  providing  of  a 
national   charter  option  for  foreign  banks  operating  in  this 
country.     But  this  option  should  not  carry  with  it  the  right 
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to  permit  a  foreign  banking  office  to  enter  a  state  in  con- 
travention of  state  laws.  Nor  should  branching  provisions 
of  a  state  relative  to  a  domestic  state  bank  be  altered  by 
this   federal   legislation  regarding   foreign  banks. 

Further,    the  Conference   is  not  aware  of  any  evidence 
presented  by  the   Fed  that   its  monetary  policy  objectives   are 
being  thwarted  by  optional  affiliation  of  domestic  state- 
chartered  commercial  banks  with  the  Fed,   let  alone  by  optional 
affiliation  of  foreign  banks.      Nor  has   there  been  any  showing 
that  our  national  policy  objectives  have  been  adversely  af- 
fected simply  because  of  the  pattern  of   state  regulation  of 
foreign  banks   in  this  country.      CSBS  does  not  believe   there   is 
any  validity  to  the  claim  that  domestic  commercial  banks   are 
placed  at  a  significant  competitive  disadvantage  because  of 
the  ability  of  foreign  banks   to  engage  in  interstate  activity 
through  their  branches  and  agencies.     In  fact,  the  interstate 
banking   activities   of  domestic  banks  are   far  greater  than 
those  of  foreign  branches  or   agencies.      Furthermore,   there   is 
no  significant  disadvantage   of  our  domestic  banks  because  of 
the  fact  that  a  relatively  few  foreign  branches  have  securi- 
ties affiliates   in  this   country ,    an  activity  prohibited  to 
our  domestic  banks   under  the  Glass-Steagall  Act.      That  Act   is 
now  under  review  and  no  federal    legislation  relating  to   for- 
eign banks   should  be   enacted  until  a  thorough  review  has  been 
made  relative   to  the  appropriateness  of  the  various  provisions 
of  that  Act  to  domestic  banks   at  the  present   time. 

Thank  you  Mr.    Chairman. 
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PREFACE 

The  Conference  of  Slate  Bank  Supervisors  appreciates  the  scholarly 
work  of  Professors  Almarin  Phillips  and  Ross  M.  Robertson  on  this 
position  paper.  In  it  they  analyze  the  question  of  the  relationship  between 
optional  affiliation  of  some  banks  with  the  Federal  Reserve  System  for 
reserve  purposes  and  the  effectiveness  of  monetary  policy. 

Dr.  Phillips  is  Professor  of  Economics  and  Law,  University  of  Penn- 
sylvania, and  Dr.  Robertson  is  Professor  of  Business  Economics  and 
Public  Policy,  and  Director  of  Business  History  Studies,  School  of  Busi- 
ness, Indiana  University. 

Dr.  Phillips  was  Professional  Staff  Co-Director  of  the  President's  Com- 
mission on  Financial  Structure  and  Regulation  (Hunt  Commission),  and 
Dr.  Robertson  is  widely  recognized  as  one  of  the  nation's  foremost  authori- 
ties on  the  history  of  monetary  policy.  Professors  Phillips  and  Robertson 
have  had  extensive  experience  outside  academia  and  government,  as  well 
as  within,  in  responsibilities  sensitive  to  the  impact  of  monetary  policy  on 
the  economy  and  attuned  to  the  mechanics  of  monetary  policy's  impact 
on  the  economy. 

For  purposes  of  this  paper,  the  authors  imposed  only  two  major  con- 
straints. The  first  was  a  time-horizon  constraint.  They  refrained  from 
the  interesting  but  highly  speculative  exercise  of  assuming  knowledge  of 
what  the  financial  world  would  be  like  beyond,  say,  ten  years  hence.  The 
second  was  a  socio-economic-political  constraint.  The  paper  assumes 
that  the  majority  of  Americans  prefer  a  relatively  free  economy — one  in 
which  financial  and  physical  resources  generally  are  allocated  as  de- 
termined by  millions  of  people  expressing  themselves  through  the  market- 
place and  not  as  determined  by  a  few  people  in  a  centralized  federal 
government  agency. 

Based  on  their  analyses  of  the  historical  evolution  of  the  role  of  bank 
reserves  plus  more  contemporary  evidence  on  the  manner  in  which  mone- 
tary policy  affects  the  economy,  the  authors  conclude: 

1.  A  large  number  of  variables  affect  the  level  and  rate  of  change  of  the 
money  supply,  even  though  some  variables  may  weigh  more  heavily 
than  others. 

2.  The  interrelationships  among  variables  are  complex  and  uncertain. 
Attempts  at  precision  assume  knowledge  of  major  variables  that  does 
not  exist  and  cannot  reasonably  be  expected  to  exist  in  the  foreseeable 
future. 
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3.  Major  monetary  policy  weaknesses  have  been  revealed  in  the  recent 
past,  and  a  prudent  person  should  anticipate  more  in  the  future.  Op- 
tional affiliation  of  some  banks  with  the  Federal  Reserve  for  reserve 
purposes,  however,  cannot  be  considered  high  on  the  list  of  factors  con- 
tributing to  these  weaknesses,  if  eligible  at  all  for  inclusion. 

4.  Compulsory  affiliation  of  additional  banks  with  the  Federal  Reserve  for 
reserve  purposes  would  further  increase  the  power  that  the  Federal  Re- 
serve has  over  banks  and  would  force  the  dilution  of  state  and  local 
determination  of  the  structure. 

5.  Foregoing  the  known  merits  of  the  dual  banking  system  with  its  healthy 
state-federal  checks  and  balances  for  uncertain  benefits,  if  any,  from  com- 
pulsory affiliation  of  all  banks  with  the  Federal  Reserve  for  reserve 
purposes  would  not  be  in  the  public  interest. 


Donald'  E.  Pearson 

President 

Conference  of  State  Bank  Supervisors 
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OPTIONAL  AFFILIATION  WITH  THE  FRB  FOR  RESERVE 

PURPOSES  IS  CONSISTENT  WITH  EFFECTIVE 

MONETARY  POLICIES 

For  more  than  two  decades  a  series  of  congressional  committees  and 
official  and  unofficial  commissions  have  examined  the  financial  structure  of 
the  United  States  with  a  view  to  correcting  its  alleged  deficiencies.  More 
recently  the  discontent  of  public  officials  and  private  citizens  has  focused 
on  the  disruption  of  U.S.  financial  markets,  and  particularly  the  market 
for  urban  residential  mortgages,  resulting  from  periods  of  monetary  re- 
straint. Early  in  his  tenure  in  office  President  Nixon  appointed  a  Presi- 
dential Commission  on  Financial  Structure  and  Regulation  (the  Hunt 
Commission),  and  many  of  the  proposals  of  that  commission  were  trans- 
mitted by  the  Department  of  the  Treasury  to  Congress  on  August  3,  1973, 
as  "Recommendations  for  Change  in  the  U.S.  Financial  System"  with  the 
urging  that  reform  proposals  be  considered  as  a  package  rather  than  piece- 
meal.1 

Meantime,  Federal  Reserve  officials,  beginning  in  the  spring  of  1973 
with  an  official  policy  statement  by  Chairman  Arthur  F.  Burns,  have 
pressed  for  a  specific  change  in  the  financial  structure  that  presages  a 
divisive  argument.  The  proposal  is  that  all  insured  nonmember  banks 
be  subject  to  reserve  requirements  of  the  Federal  Reserve  Board.  A  bill 
introduced  by  Representative  Henry  F.  Reuss  (D.-Wis.)  in  September 
1973  would  require  that  the  nearly  8,000  federally  insured  banks  now 
subject  to  state  reserve  requirements  be  brought  into  the  Federal  Reserve 
System  for  purposes  of  defining  and  holding  reserves  against  deposit  liabili- 
ties. The  disclaimer  that  the  presently  insured  nonmember  banks  would 
not  have  to  become  "members"  of  the  Federal  Reserve  System  was  scorn- 
fully received  by  the  managers  of  state  nonmember  banks,  to  whom  the 
reserve  requirements  of  Federal  Reserve  are  the  very  essence  of  System 
membership. 

The  proposal  that  all  commercial  banks  keep  reserves  with  Federal 
Reserve  is  actually  as  old  as  the  System  itself,  but  after  the  original  act 
specified  compulsory  membership  only  for  national  banks  the  question  was 
not  raised  again  until  1933.  Legislation  establishing  the  Federal  Deposit 
"Insurance  Corporation  originally  required  Federal  Reserve  membership 
as  a  condition  of  admittance  to  insurance,  but  the  requirement  was  post- 

1  The  revision  of  this  publication  published  September  24,  1973,  did  not  change 
the  recommendation  to  avoid  piecemeal  legislation.  Il  did,  however,  reflect  Federal 
Reserve  annoyance  with  Treasury's  original  stand  against  uniform  reserve  require- 
ments for  all  banks. 
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poned  and  finally  dropped  in  1939.  On  various  occasions  since  the  early 
1950s  Federal  Reserve  officials  have  made  a  half-hearted  case  for  a 
uniform  set  of  reserve  requirements,  but  one  sensed  that  they  were  not 
really  in  earnest,  because,  among  other  reasons,  the  political  turmoil 
generated  by  nonmember  banks  would  make  a  serious  coercive  effort  not 
worth  the  candle. 

In  the  1970s,  however,  Federal  Reserve  leadership  apparently  means 
business,  whatever  the  political  costs.  In  his  April  1973  address  to  the 
Governing  Council  of  the  American  Bankers  Association  Chairman 
Burns  argued  that  reserve  reform  was  necessary  to  ensure  "adequate 
control  over  the  supply  of  money  and  credit  in  the  years  to  come"  and  to 
establish  an  "equitable  sharing"  of  the  costs  of  monetary  control.  In  the 
press  release  accompanying  the  introduction  of  his  bill  Congressman  Ruess 
of  the  House  Banking  Committee  remarked  that  the  bill  ".  .  .  provides  a 
missing  link  in  connecting  the  supply  of  bank  reserves  and  the  supply  of 
money."  Moreover,  the  bill  ".  .  .  will  permit  the  Federal  Reserve  to  exer- 
cise better  control  over  the  money  supply,  and  contribute  thereby  to  our 
achieving  more  stable  economic  and  financial  conditions." 

Combined,  these  statements  seem  to  assert  that  in  the  absence  of  a 
uniform  set  of  reserve  requirements  a  part  of  the  commercial  banking 
system  somehow  largely  or  entirely  escapes  central  bank  control.  The 
further  implication  is  that  if  all  banks  were  required  to  keep  reserves 
with  Federal  Reserve,  rather  than  allowing  nonmember  banks  to  keep 
reserves  substantially  as  deposits  with  large  commercial  banks,  the  man- 
agement of  monetary  processes  by  the  central  bank  would  be  greatly 
simplified.  Why?  Because  the  predictability  of  money-supply  changes 
would  allegedly  be  greatly  improved.  Finally,  the  contention  seems  to  be 
that  if  Federal  Reserve  could  improve  its  hitherto  capricious  control  of 
the  rate  of  change  of  the  money  stock  by  bringing  all  commercial  banks 
into  the  System  the  war  against  economic  slumps  on  the  one  hand  and 
inflation  on  the  other  would  be  sooner  won 

In  sum,  Federal  Reserve  authorities  argue  that  if  all  banks  were  re- 
quired to  keep  reserves  according  to  their  mandates  "the  precision  and 
the  certainty"  with  which  monetary  policy  is  executed  would  be  increased. 
It  will  be  argued  below  that  any  improvement  in  control  of  the  rate  of 
change  of  the  money  supply  through  such  a  change  in  institutional  arrange- 
ments would  be  trivial.  Indeed,  the  central  bank  could  probably  achieve 
nicer  control  within  the  limits  imposed  by  the  present  state  of  monetary 
theory  by  reversing  some  of  its  own  recent  changes  in  reserve  rules.  Fed- 
eral Reserve  authorities  have  found  it  preferable  to  base  the  argument 
for  universal  control  of  reserves  on  ostensibly  technical  reasons  while 
barely  mentioning  the  real  reasons.  The  real  reasons  for  Fed  moves  at 
this  time  are  twofold:  (1)  a  growing  concern  over  a  slow  and  small,  but 
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nevertheless  steady,  decline  in  System  membership  and  in  the  proportion 
of  commercial  bank  assets  owned  by  member  banks,  and  (2)  the  increas- 
ing likelihood  that  a  large  number  of  the  hitherto  nonbank  financial  inter- 
mediaries— particularly  savings  and  loan  associations,  mutual  savings 
banks,  and  credits  unions — will  one  day  be  given  powers  to  create  liabili- 
ties that  will  make  them  part  of  the  payments  mechanism.  Sophisticated 
observers  have  long  noted  that,  except  for  the  large  money-market  banks, 
membership  in  the  Federal  Reserve  System  is  largely  a  matter  of  indif- 
ference for  effecting  monetary  policy.  Federal  Reserve  prefers  absolute 
authority  to  an  authority  subject  to  the  political  checks  and  balances 
guaranteed  by  sharing  power  with  other  federal  agencies  and  with  state 
jurisdictions. 

Thus,  top  Federal  Reserve  officials,  choosing  not  to  attack  the  integrity 
of  the  dual  banking  system  headon,  have  tried  to  achieve  the  same  objec- 
tive by  seeking  legislation  that  would  impose  their  own  reserve  require- 
ments on  all  banks.  Although  unsupported  by  empirical  evidencce,  the 
argument  that  the  precision  of  monetary  controls  would  thereby  be  im- 
proved has  a  certain  plausibility  to  those  unacquainted  with  the  intricacies 
of  the  process  of  money  creation  and  with  the  number  of  variables  that 
must  be  accurately  predicted  to  assure  adequate  control  of  the  money 
supply.  The  existence  of  different  reserve  requirements  for  member  and 
nonmember  banks  does  not  complicate  the  problem  of  monetary  controls 
to  any  significant  degree;  Federal  Reserve  could  make  far  more  important 
changes  for  more  precise  control  of  the  money  stock  by  altering  its  own 
reserve  rules  for  member  banks. 


Reserve  arrangements  for  U.S.  commercial  banks  are  hereditary, 
plainly  bearing  the  marks  of  a  banking  system  forged  in  the  nineteenth 
century.  By  1 860  several  state  laws  required  banks  to  keep  reserves  against 
both  their  note  and  deposit  liabilities.  In  strict  practice  reserves  were 
kept  as  gold  and  silver  in  bank  vaults,  but  as  time  went  on  the  custom 
developed  of  keeping  deposits,  known  as  correspondent  accounts,  with 
banks  in  other  cities.2  The  Currency  Act  of  1863  and  the  National  Bank 
Act  of  1S64,  which  substantially  amended  the  1 863  legislation,  recognized 
prevailing  practice  by  permitting  the  new  national  associations  to  keep 
their  reserves  in  two  forms — as  cash  in  vault  or  as  deposits  with  a  national 
bank  in  one  of  17  "redemption"  cities.  Banks  located  in  New  York  (later 

2  If  a  bank  in  St.  Louis  knew  that  a  substantial  volume  of  checks  drawn  by  de- 
positors would  be  made  payable  to  Chicago  firms,  it  kept  funds  on  deposit  with  a 
Chicago  bank  to  meet  these  foreseeable  obligations.  In  case  of  emergency  these 
deposits  would  serve  as  well  as  cash  in  vault,  for  they  could  be  used  to  meet  obliga- 
tions of  the  bank  in  Chicago  or  be  transferred  for  use  at  home. 


!y  Google 


called  a  "central  reserve"  city)  were  exceptions  in  that  they  had  to  keep 
all  their  reserves  as  cash  in  vault.9  Banks  in  the  16  other  redemption  cities 
(later  redesignated  "reserve"  cities)  had  to  keep  half  their  reserves  as 
cash  in  vault  but  might  keep  the  other  half  as  deposits  with  national  banks 
in  New  York.  Banks  in  all  other  cities  and  towns  (country  banks)  had 
to  keep  two-fifths  of  their  reserves  as  cash  in  vault  but  might  deposit  the 
remaining  three-fifths  in  a  national  bank  in  a  redemption  city.  In  whatever 
form  they  were  maintained,  reserves  were  set  at  25  per  cent  for  banks  in 
redemption  cities  and  at  IS  per  cent  for  country  banks. 

Reserves  were  originally  to  be  calculated  as  a  percentage  of  deposits 
plus  notes  outstanding.  After  1874  national  banks  were  no  longer  required 
to  keep  reserves  against  notes  but  were  to  keep  on  deposit  with  the  U.S. 
Treasury  a  5  per  cent  redemption  fund  that  could  also  be  counted  as 
part  of  reserves  against  deposits.  Henceforth  national  banks  calculated 
their  minimum  legal  reserves  only  as  a  percentage  of  deposits. 

On  March  3,  1887,  Congress  amended  the  National  Bank  Act  to  permit 
cities  of  50,000  or  more  to  become  reserve  cities  upon  the  application 
of  three-fourths  of  their  national  banks;  cities  of  200,000  or  more  could 
become  central  reserve  cities  under  the  same  condition.4  The  amendment 
made  no  change  in  the  basic  reserve  structure  against  deposit  liabilities. 
Country  banks  still  had  to  keep  a  reserve  of  15  per  cent,  three-fifths  of 
which  might  be  deposits  with  national  banks  in  reserve  or  central  reserve 
cities.  Reserve  city  banks  were  still  required  to  keep  a  reserve  of  25  per 
cent  against  deposits,  one-half  of  which  might  be  balances  with  banks  in 
central  reserve  cities.  Banks  in  central  reserve  cities  had  no  choice  but  to 
keep  a  25  per  cent  cash  reserve  against  deposit  liabilities.  Thus,  banks 
electing  to  become  central  reserve  city  banks  could  no  longer  count 
balances  with  New  York  as  a  part  of  their  reserves.  Within  a  few  days 
banks  in  St.  Louis  and  Chicago  applied  for  central  reserve  city  status, 
and  the  Comptroller  of  the  Currency  shortly  approved  the  applications.5 
Except  for  relatively  minor  changes,  such  as  a  ruling  of  the  Comptroller 
that  national  banks  in  computing  deposits  subject  to  reserve  might  deduct 
amounts  due  from  banks  from  amounts  due  to  banks,  and  a  1908  statute 
exempting  U.S.  government  deposits  from  reserve  requirements,  these 
basic  rules  remained  in  effect  until  passage  of  the  Federal  Reserve  Act. 

8  Cash  was  to  be  held  in  the  form  of  "lawful  money."  In  1864  "lawful  money" 
meant  gold,  silver,  and  greenbacks. 

*  The  designation  "central  reserve  city"  and  "reserve  eily"  appeared  for  the  first 
time  in  this  legislation;  the  term  "country  bank"  was  not  used  in  the  1887  law  but  by 
that  time  had  become  customary. 

^St.  Louis  maintained  its  central  reserve  city  status  until  July  I,  1922.  New  York 
and  Chicago  remained  central  reserve  cities  until  the  classification  was  abolished 
effective  July  28,  1962. 
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Although  the  reserve  provisions  of  the  Federal  Reserve  Act  were  based 
on  principles  established  by  the  National  Bank  Act,  some  changes  were 
made  that  later  proved  significant.  For  one  thing,  reserves  of  banks  in 
the  national  banking  system  were  viewed  as  serving  a  definite  liquidity 
function.  Banks  were  encouraged  to  use  their  reserves  fully  to  meet  de- 
posit withdrawals,  and  the  only  penalty  for  a  deficit  was  a  prohibitum 
against  making  new  loans.  As  early  as  1 873  the  Comptroller  of  the  Cur- 
rency held  that  minimum  reserves  specified  by  law  were  not  intended  to 
insure  partial  payment  to  a  bank's  creditors  but  were  only  to  deter  an 
individual  bank  from  expansion  of  its  liabilities.  Should  the  reserves  of  a 
national  bank  fall  below  minimum  requirements,  the  Comptroller  might 
notify  the  bank  of  its  deficiency,  and  if  the  deficiency  were  not  made  good 
within  30  days  the  Comptroller  might,  with  the  concurrence  of  the  Secretary 
of  the  Treasury,  appoint  a  receiver  to  wind  up  its  business.  Thus,  the  law 
did  not  require  the  Comptroller  to  take  action  against  a  bank  with  reserves 
below  the  legal  ratio.  Moreover,  before  the  establishment  of  the  Federal 
Reserve  System  the  Comptroller  could  learn  of  deficits  in  a  given  bank's 
reserve  position  on  only  seven  dates  (five  call  dates  and  two  examination 
dates)  a  year.  More  important,  in  times  of  monetary  stringency  Comptrol- 
lers allowed  banks  to  let  their  reserves  fall  well  below  legal  minimums 
without  taking  punitive  action.  During  the  entire  period  1864-1914  there 
is  no  instance  in  which  the  Comptroller  required  a  solvent  bank  to  make 
up  a  deficiency  on  threat  of  liquidation. 

The  Federal  Reserve  Act  was  not  explicit  on  this  point,  but  within  a 
very  few  years  after  the  inception  of  the  System  it  became  apparent  that 
the  concept  of  bank  reserves  was  changing  from  one  of  providing  liquidity 
to  one  of  furnishing  the  fundamental  basis  of  monetary  control.  As  the 
Act  was  finally  approved,  member-bank  reserve  requirements  against  de- 
mand deposits  were  18  per  cent  for  central  reserve  city  banks,  15  per  cent 
for  reserve  city  banks,  and  12  per  cent  for  country  banks.  The  question 
of  reserve  requirements  against  time  deposits  was  puzzling,  for  the  Na- 
tional Bank  Act  had  made  no  distinction  between  time  and  demand 
deposits.  By  1913  the  banking  laws  of  most  states  either  required  no 
reserves  against  time  and  savings  deposits  or  required  a  smaller  reserve 
than  against  demand  deposits.  To  enable  member  banks  to  compete  with 
state  banks  for  time  deposits,  the  required  reserve  against  such  deposits 
was  reduced  to  5  per  cent  for  all  member  banks. 

The  permanent  reserve  provisions  of  the  Federal  Reserve  Act,  to  be 
effective  three  years  after  the  organization  of  the  System,  required  member 
banks  to  hold  part  of  their  reserves  as  deposits  with  Federal  Reserve 
Banks  of  the  districts  in  which  they  were  located  and  part  as  vault  cash. 
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with  an  optional  remainder  to  be  held  either  as  cash  or  deposits  with 
Federal  Reserve.  During  this  interim  period  reserve  city  and  country  mem- 
ber banks  were  permitted  to  carry  part  of  their  reserve  balances  with 
banks  in  central  reserve  and  reserve  cities.  On  November  16,  1914,  the 
date  set  for  beginning  the  operations  of  the  Federal  Reserve  System, 
member  banks  deposited  the  first  payment  of  their  reserves.  Federal  Re- 
serve authorities  had  requested  that  deposits  be  made  in  gold  so  far  as 
possible  in  order  that  Reserve  Banks  might  establish  a  gold  reserve,  and 
member  banks  complied.  Subsequent  transfers  were  made  without  diffi- 
culty, and  the  centralization  of  reserves  was  accomplished. 

A  heavy  gold  inflow  to  the  United  States  that  began  early  in  1915 
prompted  the  Federal  Reserve  Board  to  request  legislation  amending  the 
Federal  Reserve  Act  so  as  to  concentrate  further  the  gold  supply  of  the 
Reserve  Banks.  With  the  entry  of  the  United  States  into  the  war  and  the 
likelihood  of  forthcoming  deficit  financing,  there  was  a  widespread  opinion 
that  gold  reserves  of  the  country  should  be  further  centralized,  if  for  no 
other  reason  than  to  increase  the  potential  lending  power  of  the  Reserve 
Banks.6  By  an  amendment  to  the  Federal  Reserve  Act  approved  June  21, 
1917,  Congress  established  new  reserve  requirements  that  were  to  prevail 
until  the  1930s.  In  accordance  with  this  amendment,  legal  reserves  of 
member  banks  of  the  Federal  Reserve  System  were  to  consist  solely  of 
deposits  with  Federal  Reserve  Banks.  The  old  classification  of  central 
reserve  city,  reserve  city,  and  country  banks  was  kept,  and  reserves  re- 
quired against  demand  deposits  were  set  at  13,  10,  and  7  per  cent 
respectively.  Banks  of  all  classes  had  to  keep  only  a  3  per  cent  reserve 
against  time  deposits.  Although  total  reserve  percentages  were  much  less 
than  those  prescribed  in  the  original  Act,  such  cash  as  a  commercial 
bank  needed  to  keep  in  its  vaults  to  carry  on  day-to-day  transactions  did 
not  count  as  legal  reserve  after  June  1917.  Because  the  minimum  balances 
required  to  be  held  at  Reserve  Banks  were  substantially  higher  than 
under  the  original  Act,  member  banks  had  to  transfer  reserve  funds  to 
the  Reserve  Banks.  Once  again,  these  deposits  were  largely  in  gold,  as 
requested  by  the  Federal  Reserve  Board. 

The  liberalization,  on  balance,  of  reserve  requirements  apparently 
improved   the   attractiveness   of   Federal   Reserve   membership   to   state- 


*In  1913  the  framers  of  the  Federal  Reserve  Act,  like  everyone  else  who  pro- 
fessed to  know  anything  about  money,  believed  firmly  in  the  virtues  of  the  gold 
standard.  The  Act  required  the  Reserve  Banks  to  keep  gold  reserves  against  their  . 
major  liabilities;  gold  holdings  were  to  be  at  least  40  per  cent  of  the  value  of 
Federal  Reserve  notes  outstanding  and  35  per  cent  of  member-bank  deposits.  Thus 
a  gold  constraint  put  an  upper  limit  on  the  amount  of  Federal  Reserve  credit  that 
could  be  created. 
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chartered  banks.7  As  of  June  30,  1914,  there  were  7,518  national  banks, 
all  of  which  had  to  enter  the  System  or  give  up  their  national  charters, 
and  17,498  state  banks,  which  might  opt  for  membership.  Despite  the 
great  discrepancy  in  numbers,  national  banks  in  1914  accounted  for  about 
one-half  of  assets  and  liabilities  of  commercial  banks  in  the  United  States. 
Despite  outraged  threats  of  many  national  bankers  to  give  up  their  charters 
rather  than  be  coerced  into  membership,  only  a  handful  of  national  banks 
actually  made  the  change  to  state  charters.  By  the  same  token,  after  nearly 
three  years  of  System  operation  only  53>tate-charlered  banks  had  chosen 
to  become  members  of  the  Federal  Reserve  System.  State-chartered  banks 
were  subject  to  as  many  different  reserve  requirements  as  there  were 
state  jurisdictions,  but  by  this  time  state  rules  in  general  were  conforming 
to  the  notion  that  cash  in  vault  and  balances  due  from  correspondent 
banks  should  constitute  bank  reserves.  At  the  inception  of  the  Federal 
Reserve  a  number  of  state  laws  would  not  permit  deposits  of  state  banks 
with  Federal  Reserve  to  count  as  reserves  satisfactory  to  state  authorities. 
Accordingly,  state  laws  were  gradually  modified  to  permit  state  member 
banks  to  keep  reserves  according  to  federal  rules  and  to  be  subject  to  the 
supervision  of  the  Federal  Reserve  Bank  in  the  district  in  which  they  were 
located. 

Almost  as  soon  as  the  7-10-13  per  cent  requirements  for  country,  re- 
serve city,  and  central  reserve  city  banks  were  established,  the  Board 
began  to  seek  authority  to  raise  and  lower  these  required  ratios.  But  not 
until  1933  was  permissive  legislation  forthcoming  and  then  only  for  the 
duration  of  the  economic  emergency  and  with  the  permission  of  the 
President.  The  Banking  Act  of  1935  finally  gave  the  Board  of  Governors 
permanent  authority  to  raise  and  lower  required  reserve  ratios.  Hence- 
forth, the  long-standing  ratios  of  7,  10,  and  13  per  cent  could  be  as  much 
as  doubled;  that  is,  the  percentages  held  by  country  banks  could  vary 
from  7  to  14,  those  for  reserve  city  banks  from  10  to  20,  and  those  for 
central  reserve  city  banks  from  1 3  to  26. fl  Reserves  against  time  deposits 
for  all  classes  of  banks  could  be  set  between  3  and  6  per  cent.  Rules 
regarding  variance  of  reserve  ratios  established  in  1935  have  with  one 
exception  remained  essentially  the  same  to  the  present.  In  the  late  summer 


T  Libera lizai ion  of  reserve  requirements  was  not  the  only  1917  statutory  change 
aimed  at  enticing  state  banks  to  join  the  System.  Exemption  of  state  member  banks 
from  examination  by  the  Comptroller  of  the  Currency,  easier  provisions  for  with- 
drawal from  the  System,  relief  from  the  limitations  on  national  banks  regarding 
loans  to  a  single  borrower,  less  restrictive  real  estate  lending  powers  for  national 
banks,  and  patriotic  exhortation  were  all  effective  in  boosting  Federal  Reserve  mem- 
bership beginning  in  1918. 

"With  the  "golden  avalanche"  of  the  mid-1930s,  brought  on  as  Europeans  sent 
their  funds  to  safety,  excess  reserves  grew  steadily.  Although  the  economy  had  by  no 
means  recovered  from  the  Great  Depression.  Board  officials  were  concerned  about 
the  threat  of  inflation.  In  late  1936  and  early  1937  the  Board  raised  reserve  require 
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of  1948  Congress  granted  the  Board  temporary  power  to  raise  reserve 
ratios  even  higher,  and  during  ensuing  months  partial  use  was  made  of 
this  authority,  which  expired  on  June  30,  1949. 

In  the  period  from  mid-1949  to  December  1959  the  rules  regarding 
reserve  requirements  of  member  banks  remained  unchanged,  though  there 
were  minor  changes  in  required  percentages  in  this  period.0  Over  a 
transitional  period  from  December  1,  1959,  to  November  24,  1960,  banks 
in  all  geographical  classifications  were  allowed  to  count  a  part  of  vault 
cash  as  reserves;  effective  November  24,  1960,  all  member  banks  were 
allowed  to  count  all  vault  cash  as  reserves.  As  noted  above,  in  mid-1962 
the  centra]  reserve  city  classification  was  dropped,  and  until  mid-1 966  there 
were  only  three  such  categories — -a  percentage  reserve  requirement  against 
net  demand  deposits  of  reserve  city  and  country  banks  and  a  percentage 
reserve  requirement  against  time  deposits  for  both  reserve  city  and  country 
banks.  Effective  on  two  July  dates  in  1966  the  Board  began  a  series  of 
changes  in  regulation  D  that  increasingly  "splintered"  the  reserve  require- 
ments of  member  banks.  For  example,  in  the  first  1966  change,  reserves  on 
savings  deposits  for  both  geographical  categories  were  listed  at  4  per  cent; 
on  other  time  deposits  up  to  $5  million  they  remained  at  4  per  cent,  but 
on  other  time  deposits  in  excess  of  $5  million  they  were  raised  to  5  per 
cent.  Effective  in  September  1966  the  5  per  cent  figure  was  raised  to  6 
per  cent.10  In  January  of  1968  the  number  of  categories  for  reserve  re- 
quirement purposes  was  raised  to  7  when  the  reserve  percentage  figure 
for  net  demand  deposits  of  reserve  city  banks  was  set  at  16'/>  per  cent 
for  deposits  under  $5  million  and  17  per  cent  for  deposits  over  $5  million, 
and  reserve  percentages  for  country  banks  were  set  at  12  per  cent  for 
demand  deposits  under  $5  million  and  12V4  per  cent  for  demand  deposits 
over  $5  million. 

In  1969  the  number  of  categories  was  raised  to  9,  and  by  the  end  of 
1970  the  number  stood  at  11.  Briefly,  effective  July  31,  1969,  an  amend- 
ment to  Regulation  D  restated  the  definition  of  gross  demand  deposits 
to  include  outstanding  checks  or  drafts  arising  out  of  Eurodollar  trans- 
actions. Effective  July  25,  1969,  the  Board  of  Governors  changed  Regula- 
tions D  and  Q  so  that  attempts  by  banks  to  secure  nondeposit  funds 
through  sale  of  loans  to  affiliates  and  to  nonbank  investors  under  repur- 


ments  by  the  full  100  per  cent  allowed  by  taw.  Unlike  more  recent  changes  in 
reserve  requirements,  the  1936-37  increase  was  not  highly  buffered  by  offsetting 
Federal  Open  Market  Committee  transactions.  There  was  an  ensuing  drop  in  the 
money  supply  and  in  loans  and  investments  of  commercial  banks,  and  the  con- 
sequence was  the  nasty  "recession"  of  1937-38. 

'Federal  Reserve  Bulletin,  August,  1966,  p.  1184. 

^Federal  Reserve  Bulletin,  September,  1966,  p.  1329. 


■>.,■  Google 


chase  agreements  would  be  subject  to  reserve  requirements.  Effective 
October  16,  1969,  member  banks  with  one  or  more  foreign  branches  were 
required  to  maintain  reserves  against  their  foreign  branch  deposits.  Finally, 
effective  October  1 ,  1 970,  the  Board  imposed  a  5  per  cent  reserve  require- 
ment on  funds  obtained  by  member  banks  from  the  issuance  of  commercial 
paper  by  their  affiliates.11 

It  is  tedious  and  unnecessary  to  trace  recent  changes  in  further  detail. 
More  significant  than  any  single  change  in  the  previous  decade  was  the 
decision  of  the  Board,  announced  on  June  20,  1972,  to  restructure  reserve 
requirements  of  member  banks  so  as  to  make  required  reserves  a  function 
of  bank  size  rather  than  of  geographical  location.  Although  the  distinction 
between  country  and  reserve  city  banks  was  not  formally  rescinded,  it 
no  longer  has  any  meaning  so  far  as  reserve  percentages  are  concerned.13 
As  originally  announced,  to  become  effective  in  two  steps  in  late  Septem- 
ber and  early  October  1972,  the  ratios  established  for  the  various  portions 
of  a  bank's  net  demand  deposits  were  as  follows: 

Amount  of  net  demand  deposits 

(in  millions  of  dollars)  Reserve  percentage  applicable 

2  or  less  8 

2-10    10 

10-100    12 

100-400    13 

Over  400   17V4 

Because  of  litigation  over  proposed  changes  in  Regulation  J  that  accom- 
panied changes  in  Regulation  D,  the  restructuring  of  reserves  did  not 
take  place  until  November  1972  but  was  accomplished  in  two  steps  as 
previously  scheduled.  As  of  June  30,  1973,  the  reserve  percentages  as 
shown  above  were  still  in  effect. 


11  Recent  changes  have  complicated  these  special  reserve  requirements  even  fur- 
ther. For  example,  effective  June  21,  1973,  member  banks  were  made  subject  to 
an  8  per  cent  marginal  reserve  against  increases  in  the  aggregate  of  outstanding 
single-maturity  lime  deposits  of  $100,000  and  over  above  a  specified  base.  Effective 
October  4,  1973,  marginal  reserve  requirements  against  these  liabilities  were  in- 
creased from  8  to  11  per  cent,  and  effective  December  13,  1973,  they  were  reduced 
to  8  per  cent  again.  Interested  readers  may  inform  themselves  of  such  shifts  in 
requirements  by  referring  to  the  table  "Reserve  Requirements  of  Deposits  of  Member 
Banks"  that  appears  in  each  issue  of  the  Federal  Reserve  Bulletin  and  to  further 
sources  cited  in  the  table  footnotes.  See,  for  example,  Federal  Reserve  Bulletin, 
July,  1973,  p.  A9.  See  also  Appendix  One  of  this  paper. 

12  Effective  November  9,  1972,  any  bank  having  net  demand  deposits  of  more 
than  $400  million  would  be  considered  to  have  the  character  of  business  of  a  reserve 
city  bank,  and  the  presence  of  the  head  office  of  such  a  bank  in  a  city  constitutes 
designation  of  that  city  as  a  reserve  city.  In  addition,  cities  in  which  Federal  Reserve 
Banks  or  their  branches  are  located  are  also  reserve  cities.  Banks  having  net  demand 
deposits  of  $400  million  or  less  are  considered  to  have  the  business  of  a  bank  outside 
a  reserve  city. 
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One  further  complicating  change  in  the  method  of  computing  member 
bank  reserves  needs  to  be  considered.  In  September  1968  lagged  reserve 
requirements  were  introduced  whereby  member  banks'  required  reserves 
are  computed  on  the  basis  of  deposit  levels  two  weeks  earlier.  At  the 
same  time  all  member  banks  were  placed  on  a  one-week  settlement  period, 
the  "statement  week,"  that  runs  from  Thursday  through  Wednesday.  De- 
posits are  measured  at  the  close  of  each  business  day,  and  because  a 
seven-day  week  is  used,  Friday's  deposits  count  also  for  Saturday  and 
Sunday  if  a  bank  is  closed  for  business  on  weekends.  The  basic  rules  for 
reserve  computation  are  as  follows: 

1.  The  required  reserve  balance  of  a  bank  is  based  upon  the  average  daily 
net  deposit  balance  held  by  the  member  bank  at  the  close  of  each  busi- 
ness day  during  the  second  computation  period  prior  to  the  settlement 
week  for  which  the  computation  is  made.  (For  example,  member  bank 
required  reserves  for  the  statement  week  ending  October  17,  1973,  were 
computed  on  deposits  subject  to  reserve  requirements  held  by  these  banks 
during  the  statement  week  ending  October  3,  1973.) 

2.  The  reserve  balance  of  a  bank  consists  of  the  average  daily  balance  with 
the  Federal  Reserve  Banks  held  by  the  member  bank  at  the  close  of 
each  business  day  during  the  computation  period  for  which  the  computa- 
tion is  made  and  the  average  daily  currency  and  coin  held  by  the  member 
bank  at  the  close  of  business  each  day  during  the  second  computation 
period  prior  to  the  computation  period  for  which  the  computation  is 
made. 

3.  Any  excess  or  deficiency  in  a  member  bank's  required  reserve  balance 
is  carried  forward  to  the  next  following  computation  period  to  the  extent 
of  2  per  cent  of  such  required  reserves,  except  that  any  portion  of  such 
excess  or  deficiency  not  offset  in  the  next  period  may  not  be  carried 
forward  to  additional  computation  periods. 

Penalties  for  reserve  deficiencies  are  assessed  monthly  under  present  rules, 
and  the  penalty  is  assessed  at  a  rate  of  2  per  cent  per  annum  above  the 
discount  rate.  But  commercial  bankers  do  not  like  to  show  reserve  de- 
ficiencies on  their  statements  and  will  strive  at  considerable  cost  to  adjust 
reserves  to  avoid  penalties. 

2. 

The  preceding  sketch  of  the  evolving  role  of  reserves  in  American 
banking  (plus  a  reading  of  post-1960  changes  in  reserve  requirement 
rules  as  shown  in  Appendix  I)  suggests  the  number  and  complexity  of 
the  variables  that  affect  the  size  and  rate  of  change  of  the  money  supply. 
The  problem  is  to  simplify  and  categorize  these  variables  so  that  intelligent 
noneconomists,  interested  in  public  policy  questions,  can  make  sense  uf 
them. 

The  best  way  to  get  at  the  task  at  hand  is  to  depict  a  brief  schema  of 
monetary  processes,  laying  out  in  bare  outline  the  way  by  which  Federal 


!y  Google 


Reserve  controls  the  stock  of  money.  The  interested  reader  can  then 
answer  for  himself  the  question  at  issue:  does  it  make  any  real  difference 
from  the  monetary  policy  standpoint  whether  all  banks  are  required  to 
keep  reserves  according  to  Federal  Reserve  mandates? 

The  quantity  of  money  in  a  modern  economy  depends  fundamentally 
upon  the  amount  of  reserves  available  to  the  banking  system.  At  any  point 
in  time  the  volume  of  reserves  is  a  function  of  transactions  in  the  private 
and  governmental  sectors  that  may,  under  present  rules  of  the  game,  be 
counterbalanced  by  the  central  bank.  The  counterbalancing  action  of  the 
central  bank  is  primarily  through  the  injection  or  absorption  of  central- 
bank  credit.  In  the  United  States,  the  injection  or  absorption  of  credit  is 
through  Federal  Reserve  action. 

(1)  Federal  Reserve  may  lend  to  member  banks  via  the  discount 
window.  Under  the  original  Act  it  was  presumed  that  Reserve  Bank  credit 
would  be  extended  by  rediscounting  the  assets  of  member  banks  that  took 
the  form  of  "eligible  paper" — that  is,  promissory  notes  or  bills  of  ex- 
change of  short  maturities  created  as  the  result  of  an  agricultural,  indus- 
trial, or  commercial  transaction.  In  1916,  an  amendment  was  passed 
enabling  a  member  bank  to  get  an  out-and-out  loan  from  its  Federal 
Reserve  Bank  at  the  prevailing  rediscount  rate.  Such  a  loan,  called  an 
"advance,"  could  be  obtained  on  the  basis  of  the  member  bank's  own  note 
secured  by  eligible  paper  or  by  government  obligations.  When  Federal 
Reserve  authorities  felt  that  an  expansion  of  bank  loans  was  desirable, 
the  Reserve  Banks  would  set  the  rediscount  rate  at  a  level  that  was  low 
relative  to  prevailing  interest  rates.  When  bank  credit  was  expanding  at 
a  rate  that  threatened  inflation,  the  rediscount  rate  would  presumably  be 
raised  to  a  high  level  relative  to  market  rates  of  interest.  In  any  case,  the 
rediscount  rate,  in  the  tradition  of  European  central  banking,  was  assumed 
to  be  in  close  touch  with  market  rates  and  would  presumably  be  used  in 
such  a  way  as  to  encourage  or  discourage  borrowing  from  Federal  Reserve 
acting  as  a  true  lender  of  last  resort. 

The  discount  rate  (as  it  is  called  nowadays  rather  than  rediscount  rate) 
never  became  a  significant  tool  of  monetary  control  in  American  practice. 
The  most  important  single  reason  for  the  impotence  of  the  discount  rate 
has  been  the  insistence  of  the  Board  of  Governors  on  control  of  Reserve 
Bank  discount  windows  through  Regulation  A,  a  complex  set  of  rules  that 
guarantees  the  regulation  of  member-bank  borrowing  by  administrative  fiat 
instead  of  through  changes  in  the  discount  rate.  Federal  Reserve  credit 
is  still  injected  and  absorbed  through  the  discount  window;  but  the  magni- 
tudes involved  are  relatively  small,  and  the  traditional  central  bank  use 
of  the  discount  rate  as  a  control  instrument  has  gone  by  the  board. 

(2)  By  all  odds  the  most  important  instrument  of  monetary  control 
in  the  United  States  is  open  market  operations.  Acting  on  the  general 
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direction  of  the  Federal  Open  Market  Committee,  the  trading  desk  of 
the  Federal  Reserve  Bank  of  New  York  (under  the  supervision  of  a  Vice 
President  of  that  Bank  and  a  few  other  System  experts)  buys  and  sells 
government  securities  for  System  account — i.e.,  for  all  twelve  Reserve 
Banks."  The  consequences  of  open  market  purchases  and  sales  are  im- 
mediate; a  purchase  injects  bank  reserves  and  a  sale  absorbs  bank  reserves. 
Specifically,  when  the  Federal  Reserve  Bank  of  New  York  Aim  a  million 
dollars  worth  of  treasury  bills,  the  appropriate  functionary  exchanges  an 
officer's  check  for  the  securities,  which  are  always  purchased  from  a 
dealer  in  U.S.  government  securities.  The  dealer  firm  deposits  the  check 
in  its  commercial  bank  account,  and  the  receiving  bank  sends  the  check 
to  Federal  Reserve,  which  recognizes  the  validity  of  its  own  item  and 
credits  the  reserve  account  of  the  depositing  bank.  Demand  deposits  and 
reserves  (member  bank  deposits  with  Federal  Reserve)  thus  rise  by  the 
same  amount — $1  million."  Conversely,  when  the  New  York  Fed  sells 
a  million  dollars  worth  of  treasury  bills.  Federal  Reserve  receives  a  dealer's 
check  in  exchange  for  the  securities.  Federal  Reserve  then  sends  the  item 
to  the  commercial  bank  on  which  it  was  drawn;  the  commercial  bank 
charges  the  account  of  the  dealer  and  authorizes  a  reduction  of  its  own 
reserve  account.  Demand  deposits  and  reserves  fall  by  the  same  amount — 
$1  million. 

Thefe  is  nothing  "theoretical"  about  the  effects  of  open  market  opera- 
tions; they  are  demonstrable  and  can  be  seen  with  the  naked  eye.  More- 
over, Federal  Reserve  carries  out  open-market  purchases  and  sales  in 
massive  amounts,  entering  the  market  on  a  day-to-day  and  even  an  hour- 
to-hour  basis.  And  the  magnitudes  are  enormous.  For  the  1 2  months  end- 
ing June  30,  1973,  purchases  and  sales  of  U.S.  government  securities 
grossed  approximately  $190  billion.  Outright  transactions  amounted  to 
nearly  $90  billion,  and  purchases  and  sales  on  account  of  repurchase 
agreements  were  well  over  $100  billion.16  For  all  practical  purposes 


13  There  is  no  reason  why  open  market  operations  should  be  transacted  only  in 
government  securities.  Indeed,  the  very  first  open  market  purchases  were  in  municipal 
warrants  of  the  City  of  New  York,  and  il  is  more  or  less  obvious  that  such  opera- 
tions could  be  carried  out  in  other  debt  instruments,  common  stocks,  commodities, 
or  anything  else.  In  fact,  when  Federal  Reserve  buys  anything  from  paper  clips  to 
computers,  it  injects  a  tiny  amount  of  reserves  into  the  banking  system,  for  the  only 
way  the  central  bank  can  discharge  any  obligation  is  by  writing  a  check  on  itself.  In 
practice,  Federal  Reserve  almost  exclusively  buys  Treasury  issues  for  open-market 
account,  predominantly  in  the  short  end  of  the  maturity  range.  Occasionally,  small 
transactions  will  take  place  in  federal  agency  issues  and  bankers'  acceptances. 

11  Several  bond  dealers  are  in  fact  money-market  banks.  If  the  securities  were 
bought  from  a  bank  dealer,  Federal  Reserve  would  in  effect  credit  the  reserve 
account  of  the  bank  so  that  reserves,  but  not  deposits,  would  increase  by  the  amount 
of  the  purchase. 

1* Federal  Reserve  Bulletin.  August,  1973,  p.  Alt. 
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open-market  operations  are  the  effective  instrument  for  use  in  controlling 
the  money  supply. 

(3)  We  have  already  observed  that  Federal  Reserve  can  use  change; 
in  required  reserve  ratios  as  an  instrument  of  monetary  control.  A  change 
in  a  required  reserve  ratio  does  not  affect  the  total  amount  of  member 
bank  reserves,  but  it  does  affect  the  amounts  of  required  reserves  and  so 
of  excess  reserves  in  the  System.  In  practice  changes  in  required  reserve 
ratios  have  been  infrequent;  all  the  major  changes  since  1935  can  be  put 
in  one  table  that  could  be  printed  on  a  single  page  of  the  Federal  Reserve 
Bulletin.  Federal  Reserve  authorities  have  consistently  characterized  this 
instrument  of  control  as  "inflexible,"  and  when  reserve  ratio  changes  are 
made,  there  is  frequently  an  offsetting  or  partly  offsetting  open-market 
operation.  More  recent  uses  of  the  application  of  reserve  requirements 
against  specific  types  of  bank  liabilties  are  questionable  at  best  and  serve 
only  to  complicate  the  monetary  process  that  Federal  Reserve  says  it 
wishes  to  make  simpler  and  more  predictable. 

The  ultimate  objective  of  the  central  bank  is  to  affect  the  level  of  income 
in  the  economy  and  the  rate  of  change  of  income  over  time,  the  appropri- 
ate levels  and  rates  of  change  to  be  determined  by  reference  to  such  indi- 
cators as  the  rate  of  unemployment  and  the  rate  of  change  of  prices.  To 
accomplish  this  objective,  Federal  Reserve  must  choose  some  reserve 
measure — reserves  against  private  deposits,  total  reserves,  unborrowed 
reserves,  the  monetary  base,  or  some  variant  thereof — that  can  be  related 
to  whatever  monetary  aggregate — Mi,  M2,  Ms,  or  bank  credit — the  mone- 
tary authorities  wish  to  control.'*  The  factor  that  relates  the  chosen 
reserve  measure  to  the  money  stock  must  therefore  be  a  multiplier  of  some 
sort 

There  is  substantial  agreement  that  the  reserve  measure  most  useful  for 
control  purposes  is  the  monetary  base  (base  money),  which  is  defined  as 
the  net  monetary  liabilities  of  the  federal  government  {i.e.,  the  Federal 
Reserve  and  the  U.  S.  Treasury).  Base  money,  popularly  and  somewhat 
inaccurately  referred  to  as  "high  powered  money,"  consists  of  commercial 
bank  reserves  plus  currency  held  by  the  nonbank  public.1'  Growth  of  the 


18  M[,  (he  "narrow"  definition  of  the  money  supply,  is  equal  to  net  demand 
deposits  of  commercial  banks  plus  foreign  demand  balances  at  Federal  Reserve 
Banks  plus  currency  outside  banks.  M»,  the  "broad"  definition  of  the  money  supply, 
is  equal  to  M1  plus  time  deposits  of  commercial  banks  less  negotiable  CDs  of 
$100,000  or  over.  M:i  is  equal  to  Mj  plus  deposits  of  mutual  savings  banks  and 
share  capital  of  savings  and  loan  associations.  For  magnitudes  involved  see  Federal 
Reserve  Bulletin.  August,   1973,  p.  A16. 

11  The  discussion  of  base  money  and  the  monetary  multiplier  that  follows  is 
not  intended  to  be  pedagogically  satisfying  but  should  enable  the  general  reader  to 
comprehend  the  basic  variables  involved  in  the  determination  of  the  money  supply. 
For  a  lucid,  straightforward  exposition  of  the  key  definitions  and  of  the  relationships 
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monetary  base  is  essentially  determined  by  Federal  Reserve  holdings  of 
U.  S.  government  securities,  the  major  source  component  of  the  base. 
Although  views  differ  on  the  precision  with  which  the  monetary  base  can 
be  regulated,  the  consensus  among  monetary  economists  is  that  its  size  can 
be  set  within  very  close  tolerances  on  a  monthly  basis. 

The  ratio  of  the  narrowly  defined  money  supply  (demand  deposits  plus 
currency,  or  Mi)  to  the  monetary  base  has  in  recent  years  varied  within 
a  narrow  range  of  approximately  2.53  to  2.68.  In  recent  months  it  has 
varied  just  above  and  below  2.6.  In  other  words,  over  periods  of  a  few  years 
this  ratio  is  stable  and  reasonably  predictable.  The  existence  of  this  stable 
ratio  leads  to  the  concept  of  a  "money  multiplier,"  which  enables  the 
monetary  authorities  to  determine  how  much  money  will  be  generated  by 
an  addition  to  the  monetary  base  of  a  dollar. 

Upon  what  variables  does  the  size  of  the  monetary  multiplier  depend? 
Without  going  into  the  algebra  of  the  relationships,  we  can  say  that  the 
multiplier  depends  upon  the  following  key  ratios: 

1.  The  r-ratio.  The  "r-ratio"  is  defined  as  a  weighted-average  reserve 
ratio  against  all  deposits  of  commercial  banks.  It  is  computed  by  divid- 
ing total  reserves  by  total  deposits.  In  making  this  computation  the 
monetary  authorities  must  make  estimates  for  nonmember  banks  on 
dates  between  benchmark  call-date  data  presently  available  four  limes 
each  year.  Nevertheless,  the  "r-ratio"  is  the  least  volatile  of  all  the 
ratios  that  determine  the  money  multiplier 

2.  The  k-ratio.  The  "k-ratio"  is  defined  as  the  ratio  of  currency  outside 
banks  to  total  demand  deposits.  If  the  nonbank  public  always  held  a 
fixed  proportion  of  currency  to  demand  deposits,  this  ratio  would  be 
constant.  The  fact  is,  however,  that  at  certain  times  of  the  year  and  at 
certain  points  in  the  business  cycle  the  public  wishes  to  bold  more  or 
less  of  its  assets  as  cash.  If,  with  a  given  increase  in  the  monetary 
base,  the  amount  of  currency  the  public  desires  to  hold  remains  un- 
changed, the  new  base  money  remains  in  the  banking  system  entirely 
to  support  an  increase  in  deposits.  Thus,  the  "currency  drain"  that 
accompanies  an  increase  in  the  base  must  be  estimated  in  determining 
the  amount  of  base  money  that  must  be  supplied  to  achieve  a  desired 
increase  in  the  money  stock. 

3.  The  t-ratio.  The  "t-ratio"  is  defined  as  the  proportion  of  time  deposits 
to  demand  deposits  of  all  commercial  banks  in  the  system.  Although 
time  deposits  are  not  included  in  the  narrow  definition  of  the  money 
supply,  banks  must  keep  reserves  against  them.  As  we  have  observed, 
the  reserve  requirements  of  member  banks  are  much  lower  against  time 


between  the  monetary  base  and  the  money  multiplier  see  Jerry  L.  Jordan,  Review, 
Federal  Reserve  Bank  of  St.  Louis,  October  1969,  pp.  10-19.  also  available  as 
Number  46  in  the  Reprint  Series  of  that  Bank.  For  a  more  extended,  but  still 
readable,  exposition  of  these  phenomena,  see  Albert  E.  Burger.  The  Money  Supply 
Process  (Belmont,  California:  Wadsworth  Publishing  Company,  1971).  For  an 
almost  entirely  nonmathematical  treatment,  see  A.  James  Meigs,  Money  Mailers 
(New  York:  Harper  and  Row,  1972),  especially  Chapter  9,  pp.  157-171. 
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deposits  than  against  demand  deposits,  and  in  general  the  different 
state  jurisdictions  require  lower  reserves  against  time  deposits  than 
against  demand  deposits.  Because  a  given  amount  of  reserves  permits 
more  time  deposits  to  be  supported  than  demand  deposits,  Federal 
Reserve  officials  must  be  able  to  estimate  the  public's  desire  to  hold 
time  deposits  relative  lo  demand  deposits  in  order  to  determine  how 
much  the  money  supply  will  change  following  a  change  in  base  money, 
la  some  respects  the  variables  affecting  the  "t- ratio"  are  more  complex 
than  those  affecting  either  the  "r-ratio"  or  the  "k-ratio."  For  the  growth 
of  time  deposits  depends  not  only  on  competition  among  banks  and 
the  nonbank  intermediaries  for  household  and  business  savings  but  also 
on  the  legal  ceilings  on  rates  payable  by  these  institutions  as  imposed 
by  Federal  Reserve,  the  Federal  Deposit  Insurance  Corporation,  and 
the  Federal  Home  Loan  Bank  Board. 
4.  The  g-ratio.  The  "g-ratio"  is  defined  as  the  proportion  of  U.S.  gov- 
ernment deposits  in  commercial  banks  to  the  total  of  private  de- 
mand deposits.  None  of  the  definitions  of  the  money  supply  includes 
U.S.  government  deposits.  Yet  commercial  banks  are  required  to  hold 
the  same  proportion  of  reserves  against  federal  deposits  in  the  Treasury 
tax  and  loan  accounts  as  against  private  demand  deposits.  Thus,  changes 
in  the  amount  of  U.S.  government  deposits  in  commercial  banks  affect 
the  amount  of  private  deposits  the  banking  system  can  support  with  a 
given  amount  of  base  money.  Fluctuations  in  the  "g-ratio"  are  primarily 
the  result  of  shifts  in  Treasury  balances  from  the  tax  and  loan  accounts 
in  commercial  banks  to  the  Treasury's  checking  accounts  with  Federal 
Reserve.  Although  changes  in  this  ratio  are  predictable  on  the  basis 
of  information  from  the  Treasury,  the  "g-ratio"  is  the  most  volatile  of 
the  four  we  have  just  considered.  (See  Chart  1.) 

The  foregoing  relationships  can  be  summed  up  as 

Mj  =  m,  B 

where  M,  is  the  narrow  definition  of  the  money  supply,  B  is  the  monetary 
base,  and  mt  is  the  monetary  multiplier.  The  monetary  base,  B,  is  on 
balance  under  the  control  of  Federal  Reserve  through  open  market  opera- 
lions.  To  control  the  money  supply  it  is  the  further  task  of  Federal  Reserve 
technicians  to  estimate  the  monetary  multiplier  for  relevant  periods  of  time 
by  predicting  the  four  ratios  just  described — the  "r-ratio,"  the  "k-ratio," 
the  "t-ratio,"  and  the  "g-ratio."  The  "r-ratio"  in  turn  depends  upon  the 
estimation  of  seven  ratios.  The  equation  for  the  monetary  multiplier  and 
the  functional  relationship  between  r  and  the  ratios  on  which  its  values 
depend  are  further  complicated  by  lagged  reserve  requirements.1"  The 
monetary  multiplier,  as  plotted  in  Chart  2,  is  the  following  quotient: 

1+k 

mi  = 

r(l+t  +  g)+k 

'"See  Jerry  L.  Jordan,  op.  cit.,  pp.  15-16. 
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In  comparison  with  the  relative  stability  and  small  downward  trend  in 
the  "r-ratio,"  the  "t-ratio"  shows  pronounced  short-term  variability  and  a 
strong  upward  trend.  This  reflects  three  phenomena.  One  is  short-term 
movements  of  funds  within  commercial  banks  between  demand  deposits, 
on  the  one  hand,  and  time  and  savings  deposits,  on  the  other.  These  shifts 
depend  in  large  measure  on  money  market  conditions.  A  second  is  the 
volatile  shift  of  funds  between  time  deposits  and  money  market  instru- 
ments; e.g.,  extreme  disintermediation  from  commercial  bank  time  deposits 
initiated  in  December  1968  and  continuing  through  much  of  1969.  The 
third  is  the  higher  rate  of  long-term  growth  in  bank  time  and  savings 
deposits  relative  to  demand  deposits.  This  higher  rate  of  growth  has 
occurred  as  business  demand  deposits  have  declined  relative  to  total  de- 
posits over  recent  years.  The  instability  of  the  "t-ratio"  makes  control  of 
Mi  by  Federal  Reserve  far  more  uncertain  than  do  variations  in  the 
"r-ratio."  It  is  not  easy  to  predict  the  distribution  of  changes  in  base 
money  between  M!  and  M^,  the  latter  a  broader  definition  of  the  money 
supply. 

None  of  the  ratios  in  Chart  1  reflects  shifts  in  funds  between  com- 
mercial banks  and  the  thrift  institutions,  but  these  shifts  have  also  been 
pronounced  on  several  recent  occasions.  Thus,  uncertainty  with  respect 
to  the  distribution  of  changes  in  base  money  between  M,  and  M^ — or 
commercial  bank  deposits— and  M3 — which  includes  thrift  institution 
deposits — is  also  a  factor  in  the  precision  of  effecting  monetary  policy. 
Indeed,  the  intra-commercial  bank  shifts  between  demand  and  time/saving 
accounts  and  the  shifts  between  commercial  bank  and  thrift  institution 
deposits  far  overshadow  any  problems  reflected  in  the  variability  of  the 
"r-ratio."  Yet  it  is  the  latter  on  which  Federal  Reserve  is  focusing  atten- 
tion. 

By  now  it  should  be  apparent  that  the  number  of  variables  affecting 
the  money  supply  process  is  so  large  that  the  question  of  whether  non- 
member  banks  do  or  do  not  hold  reserves  with  Federal  Reserve  is  really 
insignificant.  If  Federal  Reserve  officials  feel  strongly  on  this  point,  we 
should  expect  to  have  an  official  study  supporting  the  proposition  that 
present  institutional  arrangements,  allowing  banks  with  approximately  20 
per  cent  of  total  demand  deposits  to  remain  outside  the  System,  seriously 
affect  the  predictability  of  Federal  Reserve  policy  actions.  Apparently 
no  such  study  exists;  if  it  does  exist,  the  results  have  certainly  not  been 
published." 


10  In  1 968  Governor  Andrew  F.  Brimmer  presented  a  paper  before  the  67th  Annual 
Convention  of  the  National  Association  of  Supervisors  of  State  Banks  entitled  'The 
Rationalization  of  Commercial  Bank  Reserve  Requirements."  However,  this  paper 
was  simply  a  study  of  the  likely  effect  of  proposed  reserve  changes  on  the  distribu- 
tion of  reserves  between  nonmember  banks  on  the  one  hand  and  member  banks  on 
the  other.  In  the  last  paragraph  of  this  paper  Governor  Brimmer  remarked  that  the 
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The  question  of  changing  institutional  arrangements  so  as  to  make  the 
money  multiplier  more  stable  and  more  predictable  has  been  the  subject 
of  recent  academic  inquiry.  For  example,  Albert  E.  Burger  concluded  after 
empirical  investigation  mat  "Increased  splintering  of  reserve  requirements 
and  the  introduction  of  lagged  reserve  requirements  both  have  tended  to 
introduce  greater  variability  in  the  reserve  ratio,  therefore  making  it  more 
difficult  for  the  Federal  Reserve  to  predict  the  results  of  any  policy 
action."  'M  George  J.  Benston  concluded  that  shifts  of  deposits  between 
member  and  nonmember  banks  may  be  a  source  of  instability  in  total 
demand  deposits,  but  his  chief  concern  was  that  the  amount  of  demand 
deposits  at  nonmember  banks  is  available  only  on  June  and  December 
call  dates  with  consequent  uncertainty  of  estimating  these  amounts  in 
interim  periods.  In  any  case,  Benston  rejected  the  proposition  that  non- 
member  banks  as  a  group  are  not  subject  to  Federal  Reserve  control.21 
In  a  comprehensive  review  of  institutional  arrangements  likely  to  reduce 
the  accuracy  of  monetary  control,  William  Poole  and  Charles  Lieberman 
offered  a  "reform  shopping  list"  suggesting  nine  changes  that  would  im- 
prove monetary  control.  One  of  these  nine  changes  would  require  all 
nonmember  banks  to  adhere  to  Federal  Reserve  requirements,  but  the 
principal  concern  again  seemed  to  be  that  such  a  requirement  would 
simply  provide  Federal  Reserve  with  better  short-term  money  supply 
data.22  The  other  eight  items  on  the  reform  shopping  list  were  as  follows: 


2.  If  M,  is  accepted  without  qualification  as  the  definition  of  money 
for  policy  purposes,  eliminate  reserve  requirements  on  time  and  savings 
deposits. 

3.  Abandon  lagged  reserve  requirements  in  favor  of  contemporaneous 
reserve  requirements. 

4.  Amend  regulations  and  invest  in  additional  data  processing  equipment 
to  reduce  Federal  Reserve  float  to  the  greatest  extent  possible. 

5.  Change  the  treatment  of  vault  cash  in  the  reserve  requirements  so  that 
only  a  percentage,  equaling  the  marginal  reserve  requirement  on  de- 
mand deposits  for  each  bank,  is  allowed  as  reserves. 

6.  Set  the  discount  rate  so  that  it  is  always  above  money  market  rates  of 
interest,  and  end  administrative  control  over  member  bank  borrowing. 


adopiion  of  a  system  of  universally  applicable  reserve  requirements  "would  greatly 
strengthen  the  control  of  the  monetary  base  by  the  central  banks,"  but  this  statement 
was  not  supported  adequately  by  empirical  evidence. 
2"  A.  E.  Burger,  op.  cil.,  p.  57. 

21  George  J.  Benston,  "An  Analysis  and  Evaluation  of  Alternative  Reserve  Re- 
quirement Plans,"  The  Journal  of  Finance,  Vol.  XXIV,  No.  5  (December  1969), 
pp.  858-860. 

22  William  Poole  and  Charles  Lieberman,  "Improving  Monetary  Control,"  Brook- 
ings Paper  on  Economic  Activity,  2:1972,  pp.  293-335. 
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7.  Require  all  nonmember  banks  to  furnish  deposit  and  vault  cash  data  to 
the  Federal  Reserve  more  frequently. 

8.  Determine  seasonal  factors  for  the  money  stock  as  an  expression  of  the 
seasonal  aspects  of  monetary  policy  rather  than  by  standard  seasonal 
adjustment  techniques.  Since  these  seasonal  factors  would  define  sea- 
sonal monetary  policy  they  would  not  be  subject  to  later  revision. 

The  effects  of  lagged  reserve  requirements  have  been  in  the  direction 
of  increasing  the  variability  of  reserve  adjustment  pressure  on  individual 
banks  and  of  inducing  greater  variability  in  aggregate  reserve  adjustment 
pressure.2*  The  basic  reason  is  that,  whereas  under  coincident  reserve 
requirements  required  reserves  increase  simultaneously  with  increases  in 
bank  liabilities,  under  lagged  reserve  requirements  there  is  no  effect  on 
required  reserves  during  a  period  in  which  banks  are  acquiring  assets  and 
expanding  bank  liabilities.  Thus,  two  weeks  later  individual  banks  may 
find  themselves  under  severe  pressure  to  make  reserve  adjustment,  and 
Federal  Reserve  may  have  no  choice  but  to  accommodate  hard-pressed 
banks  via  the  discount  window.  In  the  course  of  his  book-length  treat- 
ment of  the  problems  of  accurately  regulating  the  money  supply,  Meigs 
does  not  mention  uniform  reserve  requirements  for  all  banks  as  a  neces- 
sary reform,  but  does  pay  particular  attention  to  the  "epic  absurdities"  of 
lagged  reserve  requirements.*-1 

3. 

It  is  always  difficult  to  come  to  grips  with  an  intellectual  adversary 
who  maintains  his  side  of  the  argument  by  issuing  dicta,  providing  no 
detailed  evidence  for  ex  cathedra  statements.-3  Until  Federal  Reserve  pro- 
vides a  research  study  that  adequately  supports  its  basic  contentions, 
reasonable  men  can  only  conclude  that  there  is  not  a  solid  case  to  be 
made  for  dismantling  the  dual  banking  system  and  replacing  it  with  a 
single  federal  system. 

Federal  Reserve  arguments  that  all  insured  commercial  banks  should 

be  required  by  federal  statute  to  keep  reserves  with  Federal  Reserve  Banks 

can  be  listed  briefly  and  the  rejoinder  to  them  summarized  succinctly. 

I.    Unless  all  banks  keep  reserves  with  Federal  Reserve,  banks  holding 

about  22  per  cent  of  total  commercial  bank  deposits  escape  central  bank 

control. 

«  See  R.  Alton  Gilbert,  "The  Effects  of  Lagged  Reserve  Requirements  on  the 
Reserve  Adjustment  Pressure  on  Banks,"  Financial  Analysts  Journal,  September- 
October,  1973,  pp.  1-10. 

24  A.  J.  Meigs,  op.  cit.,  pp.  182-186. 

-"'It  may  be  objected  [hat  detailed  argument  cannot  be  expected  in  a  speech  such 
as  the  April  1973  address  of  Chairman  Burns  referred  to  in  the  opening  section 
of  this  paper.  Vet  the  official  legislative  recommendation  for  uniform  reserve 
requirements  as  contained  in  the  59th  Annual  Report  of  the  Board  of  Governors 
of  tbe  Federal  Reserve  System  (1972)  is  even  less  specific  than  the  Burns'  speech. 
See  pp.  195-197  of  the  1972  Annual  Report. 
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This  contention  deludes  those  who  are  innocent  of  money  matters  and 
even  a  few  who  should  know  better.  As  has  been  observed,  open  market 
operations  are  for  all  practical  purposes  the  instrument  of  monetary  con- 
trol. Like  the  rain  from  heaven  that  falls  on  us  all  regardless  of  our 
merits,  open  market  operations  affect  member  and  nonmember  banks 
alike.  There  is  not  one  shred  of  evidence  to  the  contrary.  To  be  sure, 
the  great  money-market  banks,  for  which  the  vast  socialized  services  of 
the  central  bank  are  a  prerequisite  to  profitable  operation,  are  the  first 
to  be  "splashed  with  cash"  and  the  first  from  which  reserves  are  absorbed. 
But  as  these  banks  adjust  their  assets  in  response  to  central-bank  action, 
all  commercial  banks  feel  the  deposit-creating  or  deposit-destroying 
tremors  that  run  through  the  system. 

Nonmember  banks  essentially  keep  their  reserves  with  member  banks. 
Thus  nonmember  banks  are  closely  linked  to  the  whole  System,  for  their 
reserves  deposited  with  member  banks  are  subject  to  the  reserve  require- 
ments of  Federal  Reserve.  As  Clark  Warburton  has  remarked,  "If  non- 
member  banks  as  a  group  expand  more  rapidly  than  member  banks,  they 
will  lose  deposits  and  correspondent  bank  balances  to  member  banks;  and 
this  will  tend  to  keep  the  expansion  of  nonmember  banks  closely  in  line 
with  that  of  member  banks."  -" 

In  any  event,  any  reasonable  attempt  to  prove  that  nonmember  banks 
escape  central-bank  control  should  first  demonstrate  that  noninterest- 
bearing,  non invested,  reserve-type  assets  of  nonmember  banks  in  the 
aggregate  respond  fundamentally  differently  to  major  monetary  policy 
moves  than  do  comparable  assets  of  member  banks.-7  Such  has  not  been 
the  case.  For  example,  during  various  periods  of  monetary  restraint  of 
the  decades  of  the  1950's  and  1960's  the  reactions  of  member  and  non- 
member  banks  were  essentially  the  same — neither  group  reduced  sig- 
nificantly beyond  the  long-run  trend  its  ratio  of  noninvested,  reserve-type 
assets  to  total  deposits. 

2.  One  of  the  instruments  of  monetary  control  is  exercised  when  Federal 
Reserve  changes  required  reserve  ratios.  The  use  of  this  instrument  is 
made  less  effective  partly  because  a  proportion  of  total  bank  deposits 
is  left  untouched  by  such  changes.  But  the  "greater  loss,"  according 
to  one  Federal  Reserve  official,  arises  because  the  Board  is  inhibited 
in  its  use  of  changes  in  reserve  requirements,  since  increases  in  required 
reserves  worsen  the  competitive  disadvantage  of  member  banks  and 
threatens  further  attrition  of  membership.  'This  inhibition  has  been 
unfortunate,  for  there  have  been  times  when  the  prompt  and  pervasive 
impact  of  higher  reserve  requirements  would  have  been  the  best  way 
to  signal  that  monetary  policy  is  moving  toward  added  restraint  .  .  ." 

20  Clark  Warburton,  "Nonmember  Banks  and  the  Effectiveness  of  Monetary 
Policy,"  Monetary  Management,  Research  Studies  Prepared  for  the  Commission  on 
Money  and  Credit  (Englewood  Cliffs,  N.I.,  Prentice-Hall,  1963),  p.  341. 

37  Assets  herein  include  deposits  with  Federal  Reserve,  demand  deposits  with 
other  banks  and  currency  and  coin. 
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Changes  in  required  reserve  ratios  do  indeed  "touch"  nonmember  banks 
because  they  affect  the  reserves  member  banks  must  keep  against  what  are 
in  affect  the  reserves  of  the  nonmember  banks,  their  correspondent 
balances.  Moreover,  this  instrument  of  control  was  sparingly  used  even 
in  the  days  when  no  inhibition  such  as  attrition  of  membership  influenced 
policy  actions.  As  to  the  announcement  effect  of  changes  in  reserve  require- 
ments, discerning  persons  must  indeed  be  cynical.  The  best  possible 
signal  of  changing  monetary  policy,  well  forged  in  more  than  two  centuries 
of  use  by  the  Bank  of  England,  is  clearly  a  change  in  Bank  Rate — in 
this  country,  the  discount  rate.  The  restoration  of  the  discount  rate  to 
true  money  market  status  would  return  to  its  arsenal  the  best  possible 
Federal  Reserve  weapon  for  signaling  nuances  of  change  in  monetary 
policy.  Further,  major  changes  in  monetary  policy  not  announced  publicly 
are  noted  privately  in  the  money  market  shortly  after  Federal  Reserve 
action  has  been  taken. 

3.  By  rquiring  all  banks  to  keep  reserves  with  Federal  Reserve,  "the 
precision  and  the  certainly"  with  which  the  central  bank  exercises  its 
controls  would  be  improved.  The  effects  of  given  policy  actions  on  the 
volume  of  deposits  and  bank  credit — or  more  accurately — on  the 
money  supply,  would  be  more  predictable. 

As  indicated  by  the  brief  summary  of  money-supply  processes  provided 
in  Section  2,  the  uncertainty  of  prediction  introduced  by  the  fact  that  non- 
member  banks  do  not  keep  reserves  with  Federal  Reserve  is  both  ab- 
solutely and  relatively  very  small  indeed.  At  most  this  arrangement  makes 
for  no  more  uncertainty  of  prediction  than  the  arrangement  that  small 
member  banks  have  smaller  required  reserve  ratios  than  large  member 
banks.  If  increased  certainty  of  prediction  of  the  money  multiplier  is 
deemed  a  worthy  end,  as  indeed  it  is,  Federal  Reserve  should  act  at  once 
to  secure  repeal  of  the  statutory  requirement  of  reserves  against  U.S. 
government  deposits,  an  anachronistic  reminder  of  the  monetary  folklore 
of  another  generation.  But,  for  that  matter,  any  one  of  the  items  on  the 
"reform  shopping  list"  of  Poole  and  Lieberman,  noted  above,  is  a  candi- 
date for  change  if  monetary  control  is  to  be  improved.  The  only  changes 
that  might  be  helpful  with  respect  to  nonmember  bank  reserves  would 
be  the  simple  one  of  requiring  periodic  reports  of  deposits  and  reserves 
or  acceptance  by  Federal  Reserve  of  alternative  methods  reportedly 
already  developed  for  reliable  estimation  of  nonmember  bank  data.  In  a 
word,  Federal  Reserve  should  be  required  to  make  a  case  for  its  own 
regulated  u/iuniform  reserve  requirements. 

Nor  does  it  make  any  difference  for  purposes  of  monetary  control  that 
a  slowly  decreasing  proportion  of  commercial  bank  assets  and  deposits 
fall  under  the  direct  control  of  Federal  Reserve.  Indeed,  a  good  case  can 
be  made  in  support  of  the  view  that  additional  banks  not  heavily  involved 
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in  correspondent  banking  services  be  permitted  to  withdraw  from  the  Fed. 
Although  such  banks  choosing  to  withdraw  might  represent  only  a  small 
fraction  of  the  total  banking  resources  of  the  nation,  some  additional 
withdrawals  would  strengthen  the  correspondent  banking  system  to  the 
benefit  of  the  public  and,  in  many  cases,  would  achieve  greater  equity 
among  banks.  In  any  case,  there  is  little  or  no  theoretical  or  empirical 
justification  for  the  argument  of  Federal  Reserve  that  erosion  of  System 
membership  may  ".  .  .  weaken  public  confidence  in  the  nation's  central 
bank  and  its  ability  to  maintain  a  stable  currency  and  a  sound  banking 
system." 

For  massive  injections  of  Federal  Reserve  credit  in  recent  years  sug- 
gest that  "precision"  of  monetary  control  is  not  what  is  lacking.  One  finds 
it  hard  to  believe  that  a  rate  of  change  of  the  money  stock  at  a  6.3  per 
cent  average  annual  rate  from  1967  to  1972,  compared  with  an  average 
annual  rate  of  2.1  per  cent  in  the  1951-61  decade,  is  the  consequence 
of  lack  of  "precision"  of  monetary  control;  or  that  a  runup  of  the  mone- 
tary stock  at  an  11  per  cent  annual  rate  during  the  first  seven  months 
of  1971  just  happened;  or  that  the  money  stock  showed  practically  no 
increase  from  early  July  to  early  October  1973,  after  increasing  at  a  10 
per  cent  annual  rate  during  the  previous  three-month  period,  because  of 
failure  to  predict  more  accurately  changes  in  the  monetary  base  and  in 
the  money  multiplier.  One  finds  it  hard  to  believe  that  added  preci- 
sion associated  with  compulsory  affiliation  for  reserve  purposes  would  be 
more  than  a  distant  candle  flickering  in  the  night  compared  with  the  dual 
uncertainty  of  (1)  time  lags  between  monetary  policy  actions  and  their 
primary  influences  on  the  economy  and  (2)  imperfections  in  the  art  of 
forecasting  the  state  of  the  economy  a  year  hence  in  order  to  determine 
appropriate  current  policy  changes.  The  conclusion  must  be  that  what  is 
needed  is  not  greater  precision  of  the  mechanism  controlling  the  wheel 
and  rudder  but  better  lights  to  steer  by. 

The  American  dual  banking  system  admittedly  diffuses  the  absolute 
authority  of  a  single  autarchic  monetary  authority.  In  the  most  equitable 
of  all  possible  institutional  arrangements,  it  permits  those  banks  that  find 
System  membership  desirable,  for  whatever  reason,  to  elect  membership. 
It  also  permits  those  that  find  nonmembership  desirable,  for  whatever 
reason,  to  elect  nonmembership.  Because  there  is  a  choice,  there  is  relief 
from  coercion,  for  any  member  bank  that  feels  unjustly  dealt  with  may 
withdraw,  and  any  bank  that  would  escape  state  supervisory  tyrrany  may 
alter  its  charter  to  become  a  national  bank  and  join  the  System.  The  issue 
is  really  not  economic  at  all  but  political.  Those  who  resist  the  notion  that 
the  U.S.  economy  requires  a  czar  over  all  our  financial  institutions  will 
resist  also  the  proposition  that  all  commercial  banks  should  be  under 
permanent  Federal  Reserve  surveillance. 
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APPENDIX  ONE 

Following  are  the  changes  in  Regulations  D,  J,  and  M  that  have  oc- 
curred effective  September  1,  1960,  and  later.  Although  efforts  have  been 
made  to  assure  the  accuracy  of  this  list,  all  changes  should  be  verified  by 
reference  to  official  Federal  Reserve  sources. 

1.  Effective  September  I,  1960,  the  reserve  requirement  of  central  reserve 
city  banks  against  their  net  demand  deposits  was  reduced  from  18  per 
cent  to  17!/2  per  cent.  This  action  reduced  required  reserves  approxi- 
mately $120  million  and  reserves  available  to  support  private  nonbank 
deposits  (RPDs)  $100  million. 

2.  Effective  November  24,  1960,  the  reserve  requirements  of  country  banks 
against  their  net  demand  deposits  was  increased  from  II  per  cent  to  12 
per  cent.  This  action  increased  required  reserves  approximately  $380 
million  and  RPDs  $360  million. 

3.  Effective  December  1,  I960,  the  reserve  requirement  of  central  reserve 
city  banks  against  their  net  demand  deposits  was  reduced  from  17Vi 
per  cent  to  16W  per  cent.  This  action  reduced  required  reserves  approxi- 
mately $250  million  and  RPDs  $200  million. 

4.  Effective  October  25,  1962,  the  reserve  requirement  of  reserve  city  banks 
against  their  time  deposits  was  reduced  from  5  per  cent  to  4  per  cent. 
This  action  reduced  required  reserves  and  RPDs  approximately  $410 
million. 

5.  Effective  November  I,  1962,  the  reserve  requirement  of  country  banks 
against  their  time  deposits  was  reduced  from  5  per  cent  to  4  per  cent. 
This  action  reduced  required  reserves  and  RPDs  approximately  $360 
million. 

6.  Effective  June  9,  1966,  balances  accumulated  for  the  repayment  of  per- 
sonal loans  (hypothecated  deposits)  were  eliminated  from  time  deposits 
following  a  change  in  Regulation  D.  This  change  reduced  all  commercial 
bank  other-time  deposits  about  $1.1  billion  and  member  bank  other-time 
deposits  about  $900  million. 

7.  Effective  July  14,  1966,  the  reserve  requirement  of  reserve  city  banks 
against  time  deposits  (other  than  savings  deposits)  in  excess  of  $5  million 
was  increased  from  4  per  cent  to  5  per  cent.  This  action  increased  required 
reserves  and  RPDs  approximately  $350  million. 

8.  Effective  July  21,  1966,  the  reserve  requirement  of  country  banks  against 
time  deposits  (other  than  savings  deposits)  in  excess  of  $5  million  was 
increased  from  4  per  cent  to  5  per  cent.  This  action  increased  required 
reserves  and  RPDs  approximately  $70  million. 

9.  Effective  September  8,  1966,  the  reserve  requirement  of  reserve  city  banks 
against  time  deposits  (other  than  savings  deposits)  in  excess  of  $5  million 
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was  increased  from  S  per  cent  to  6  per  cent.  This  action  increased  required 
reserves  and  RPDs  approximately  $370  million. 

10.  Effective  September  15,  1966,  the  reserve  requirement  of  country  banks 
against  time  deposits  {other  than  savings  deposits)  in  excess  of  $5  million 
was  increased  from  5  per  cent  to  6  per  cent.  This  action  increased 
required  reserves  and  RPDs  approximately  $75  million. 

11.  Effective  March  2,  1967,  the  reserve  requirement  of  all  member  banks 
against  savings  deposits  and  the  first  $5  million  of  time  deposits  was  re- 
duced from  4  per  cent  to  3W  per  cent.  This  action  reduced  required 
reserves  and  RPDs  approximately  $425  million. 

12.  Effective  March  16,  1967,  the  reserve  requirement  of  all  member  banks 
against  savings  deposits  and  the  first  $5  million  of  time  deposits  was 
reduced  from  VA  per  cent  to  3  per  cent.  This  action  reduced  required 
reserves  and  RPDs  approximately  $425  million. 

13.  Effective  January  11,  1968,  the  reserve  requirement  of  reserve  city  banks 
against  net  demand  deposits  in  excess  of  $5  million  was  increased  from 
16V4  per  cent  to  17  per  cent.  This  action  increased  required  reserves 
approximately  $360  million  and  RPDs  $310  million. 

14.  Effective  January  18,  1968,  the  reserve  requirement  of  country  banks 
against  net  demand  deposits  in  excess  of  $5  million  was  increased  from  12 
per  cent  to  12V4  per  cent.  This  action  increased  required  reserves  approxi- 
mately $190  million  and  RPDs  $170  million. 

15.  Effective  April  17,  1969,  the  reserve  requirement  of  all  member  banks 
against  net  demand  deposits  was  increased  Vi  percentage  point.  This  action 
increased  required  reserves  approximately  $660  million  and  RPDs  $590 
million. 

16.  Effective  during  the  last  half  of  1969,  certain  promissory  notes  and  other 
instruments  became  subject  to  Regulation  D.  See  August  1969  Federal 
Reserve  Bulletin,  pp.  655-656. 

17.  Effective  October  16,  1969,  a  10  per  cent  marginal  reserve  requirement 
was  established  on  certain  foreign  borrowings,  primarily  Eurodollars,  by 
member  banks  and  on  the  sale  of  assets  to  their  foreign  branches.  This 
action  increased  required  reserves  and  RPDs  approximately  $400  million. 

18.  Effective  October,  1970,  the  reserve  requirement  of  all  member  banks 
against  time  deposits  (other  than  savings  deposits)  in  excess  of  $5  million 
was  reduced  from  6  per  cent  to  5  per  cent.  At  the  same  time,  a  5  per  cent 
reserve  requirement  was  imposed  against  funds  obtained  by  member 
banks  through  the  issuance  of  commercial  paper  by  their  affiliates.  This 
action  reduced  required  reserves  and  RPDs  approximately  $500  million 
(net). 

19.  Effective  January  7,  1971,  the  reserve  percentage  required  to  be  main- 
tained against  certain  foreign  borrowings,  primarily  Eurodollars,  by 
member  banks,  and  the  rate  of  assets  to  their  foreign  branches  was  raised 
from  10  per  cent  to  20  per  cent.  This  action  had  little  effect  on  required 

s  and  RPDs. 
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20.  Effective  November  9,  1972,  Regulations  D  and  J  were  revised  to  (1) 
adopt  a  system  of  reserve  requirements  against  demand  deposits  of  all 
member  banks  based  on  the  amount  of  such  deposits  held  by  a  member 
bank,  and  (2)  to  require  banks — member  and  nonmembcr — to  pay  cash 
items  presented  by  a  Federal  Reserve  Bank  on  the  day  of  presentation 
in  funds  available  to  the  Reserve  Bank  on  that  day.  These  changes 
reduced  required  reserves  approximately  S2.5  billion  effective  November 
9,  and  $1  billion  effective  November  15,  and  increased  required  reserves 
$300  million  effective  November  22.  On  the  same  dates,  RPDs  were 
reduced  £2.3  billion  and  S785  million,  and  increased  $235  million,  re- 
spectively. 

21.  Effective  the  June  21-27,  1973  reserve  week,  an  8  per  cent  marginal 
reserve  requirement  (the  regular  5  per  cent  plus  a  supplemental  3  per  cent 
was  imposed  on  further  increases  in  the  total  of  (a)  outstanding,  single 
maturity  certificates  of  deposit  of  $100,000  and  over  issued  by  member 
banks,  and  on  (b)  outstanding  funds  obtained  by  a  bank  through  issuance 
by  an  affiliate  of  obligations  subject  to  the  existing  reserve  requirement  on 
time  deposits.  The  requirement  will  apply  to  increases  over  the  base  week 
of  May  16,  1973.  The  8  per  cent  marginal  requirement  would  not  apply 
to  banks  whose  obligations  of  these  types  aggregate  less  than  $10  million. 
See  May  1973  Federal  Reserve  Bulletin,  pp.  375-376. 

22.  Effective  the  June  21-27,  1973  reserve  week,  the  reserve  requirement  on 

certain  foreign  borrowings  of  U.S.  banks,  primarily  Eurodollars,  was  re- 
duced from  20  per  cent  to  8  per  cent,  thus  affording  roughly  parallel  treat- 
ment at  present  with  the  marginal  requirement  on  large -denomination  cer- 
tificates of  deposit  and  bank-related  commercial  paper.  The  Board  also 
acted  to  eliminate  gradually  the  reserve-free  bases  still  held  by  some  banks 
subject  to  this  measure. 

23.  Effective  the  July  12-18,  1973  reserve  week,  a  reserve  requirement  was 
applied  to  funds  raised  by  banks  through  sales  of  finance  bills  (sometimes 
called  working  capital  acceptances).  Under  this  requirement,  finance  bills 
became  part  of  the  total  obligations  subject  to  the  8  per  cent  marginal 
reserve  requirement.  This  increased  required  reserves  by  about  $90  million. 

24.  Effective  the  July  19-25,  1973  reserve  week,  the  reserve  requirement  on  all 
but  the  first  $2  million  of  net  demand  deposits  at  member  banks  was  in- 
creased by  one-half  of  one  percentage  point.  The  change  increased  required 
reserves  by  about  $760  million. 

25.  Effective  the  August  30-September  5,  1973  reserve  week,  member  banks 
that  were  requested  to  file  the  base  amount  of  deposits  subject  to  marginal 
reserves  they  had  outstanding  during  the  week  ending  May  16,  1973,  were 
asked  to  revise  their  base  to  include  multiple  maturity  time  deposits  of 
$100,000  or  more. 

26.  Effective  the  October  4-10,  1973  reserve  week,  the  marginal  reserve  require- 
ment increased  from  8  to  1 1  per  cent  subject  to  the  proviso  that  in  no 
event  shall  the  reserve  required  of  a  member  bank  on  its  aggregate  amount 
of  time  and  savings  deposits  exceed  10  per  cent.  An  increase  in  the  mar- 
ginal reserve  requirement  to  II  per  cent  required  member  banks  to 
maintain  an  additional  $450  million  required  reserves.  The  effect  of  this, 
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Effective  the  December  13-19,  1973  reserve  week,  the  marginal  reserve 
requirement  on  large  denomination  certificates  of  deposit  was  reduced  from 
11  to  8  per  cent.  This  reduced  by  about  $375  million  the  reserves  required 
to  support  member  bank  deposits.  The  monetary  policy  impact  of  this 
reduction  was  partly  offset  by  Federal  Open  Market  Committee  transac- 
tions. 
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February  9,  1976 


Senator  Thomas   J. 

Chairman 

Senate  Subcomraitt 

Mclntyre 
ee   on   Final 

Institutions 
Dirksen   Building- 
Washington,    D.    C. 

■Room   5300 
20515 

Dear  Senator  Mclntyre: 


On   January   29,    it   was    my   pleasure    as    First   Vict 
President  of  the  Conference  of  State  Bank  Supei 
visors   to   testify  before  the  Senate  Subcommitt< 
on  Financial   Institutions   regarding   the   above 
bill. 


that 


ision  of  my  testimony  you  furn- 
;  of  questions,    and  requested 
questions   be  submitted  to  you. 


Attached  is   a  memorandum  submitted  in  behalf  of 
the   Conference  of  State  Bank  Supervisors  which   ! 
believe   is    responsive  to  your  questions.      If  you 
need  any  clarification  or  elaboration  regarding 
the   answers    in  this  memorandum,   please    feel   free 
to   communicate  directly  with  me  as  Superintendent 
of   Banks    for    the   State    of   Oregon,    Banking   Division 
Department  of  Commerce,   Busick  Building,   Salem, 
Oregon  97310.      If  you  prefer,  please  contact  Dr. 
Lawrence  E.    Kreider,    Executive  Vice  President- 
Economist  of  CSBS  at   101S   18th  Street,  N.W., 
Washington,    D.    C.    20036    (202/296-2840),   or  Mr. 
Alexander  W.   Neale,    Director  of  Government  Relatioi 


034  INDIANA  STATE  OFFICE   BUILDING  • 
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Cordially, 

JlShn  B.   01 in 
Superintendent  of  Banks 
(.Estate  of  Oregon  - 
First  Vice  President 
Conference  of  State  Bank  Super' 


JB0:drj 

Attachment 
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Answers  By  The   Conferem 

;e   of  State  Bank  Superv 

isors 

To  Questii 

>ns    Regarding 

S.    958    -  The   Fori 

:ign  Bank  Act  of  197S 

I 

With  respect  to   the   question  of  extending  the  dual  banking  sys- 
tem to   foreign  banks  by   granting  them  a  federal   license  or  char- 
tering option  under  the  supervision  of  the   agency  which  regulates 
national  banks,    CSBS  supports    facilitating  the   granting  of  such 
a   federal  option  to  foreign  banks  desiring  to  operate   in  this 
country  either  as  subsidiaries,   branches   or  agencies.      To  facili- 
tate such   federal   option,   CSBS  supports  waiving  present  require- 
ments  in  the  National  Bank  Act  which  require  directors   of  a 
foreign-owned   banking    facility    to   be   American  citizens.      CSBS 
believes   that   the   Comptroller  of  the  Currency  should  have   super- 
visory responsibility  over  federally-chartered  foreign  banking 
facilities. 

estimony  submitted  by  the  Confer- 
(CSBS)  regarding  S.  958,  it  is 
that  a  federal  charter  should  not 
a  foreign-owned  bank  to  operate 
or  agency  except  where  state  law 
d  banking   facilities   to  operate 

hat  "this   Federal  option  might 
1  membership,"   it  is   assumed  this 
harter  carrying  with  it  mandatory 
rve  System  for    foreign-owned  banks. 

c  commercial  banks  now  carries 
with  it  automatic  membership  in  the   Federal   Reserve  System. 
CSBS,    therefore,  has  no  objection  to  a  national   charter  carrying 
with  it  membership   in  the    Fed  for  a   foreign-owned  bank  choosing 
such   charter.      However,    as    detailed   in   its    statement,    CSBS   does 
oppose  compulsory  membership  in  the    Fed  for   foreign  banks  choos- 
ing  to   operate   under   a   state   charter.      Membership   in   the    Fed   is 
optional   for  domestic   state-chartered  commercial  banks   and 
should  be   for  state-chartered   foreign  banking  facilities    in  the 
U.    S. 

With  respect  to  the  question  that  "as  with  national  banks,  geo- 
graphic location  would  be  left  to  the  Federal  regulator,"  it  is 
the  position  of  CSBS  that  geographic  location  within  a  state  for 
a  federally-chartered  foreign  bank  should  be  consistent  with  the 
provisions  of  the  McFadden  Act  for  domestic  commercial  banks. 
Under  the  McFadden  Act  national  banks  are  permitted  to  branch  in 
a  state  only  where  this  is  permitted  to  state-chartered 
cial  banks,  and  then  only  to  the  extent  such  branching  : 
mitted  state-chartered  commercial  banks. 
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Furthermore,   CSBS  opposes  a  federal   charter  carrying  with   it 
the   right  to  enter  a  state   in  contravention  of  state   law.      CSBS 
believes   that  a  state  should  have   the   right   to  structure   the 
financial   institutions  within  its  borders   in  a  manner  which   it 
believes  best  serves   the  needs  of  its   residents,  and  in  the 
absence  of  some   compelling  national   interest    -  which  CSBS   does 
not  believe  present  with   respect  to  the  objectives   of  S.    958    - 
that  the   federal  government  should  not  preempt  state  statutes 
or  regulations   in  this  area. 


II 

With  respect   to  the  question  of  leaving  the  states  free  to  char- 
ter foreign  banking  operations   as    they  presently  do,  with   Fed 
membership  purely  voluntary,   CSBS  supports    the  principle    that 
states    should  be   able    to   grant   state   charters    to   foreign   banks 
desiring  to  operate  under  them.      CSBS,   as  detailed  in  its   state- 
ment regarding  S.    958,   supports    the  concept  of  optional  or 
voluntary  membership  in  trie  Federal  Reserve  System. 
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policy  responsibilities.  As  detailed  in  the  CSBS  statement  re- 
garding S.  958,  monetary  policy  inadequacies  and  excesses  of  the 
past  decade  -  and  for  prior  periods  -  cannot  reasonably  be  at- 
tributed to  the  option  of  affiliation  or  non- affiliation  of  some 
banks  with  the  Fed  for  reserve  purposes.  Furthermore,  equitable 
treatment  of  all  banks  is  permitted  under  the  optional  affilia- 
tion concept  now  in  effect.  Some  state-chartered  banks  benefit 
from  membership  in  the  Fed  while  other  state-chartered  banks 
benefit   from  non-affiliation  with  the   Fed. 
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to  permit  the   Federal   government  to  better  monitor  their  activi- 
ties...," it   is  the  belief  of  CSBS  that   foreign  banks    -   as    they 
have  done  willingly  in   the  past   -  will  meet  any  reporting   re- 
quirements with  the   Fed  where   there  is   a  demonstrated  need  for 
information  as    to  the  operations   of  a  foreign  bank.      Federal   Re- 
serve  officials   have    in   the   past   publicly   commented   that   foreign 
banks   in  this  country  have  cooperated  with   that  agency  in  pro- 
viding data  needed  by  the  Fed. 
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With  respect  to  the  question  of  making  FD1C  insurance  available 
to  any  foreign  bank  office  which  accepts  domestic  deposits,  with 
appropriate  safeguards   to  protect  the   insurance   fund,    it   is 
pertinent   to  point  out  there   is   a  difference   of  opinion  among 
state  bank  supervisors   as   to  the  necessity  of  extending  FDIC 
insurance   to  a  foreign  branch  or  agency.      As  detailed  in  the 
testimony   submitted   by   CSBS,    various    states   having    foreign 
branches  within  their  borders  have   taken  special  measures  de- 
signed to  assure  the   safety  and  soundness   of  these  branches 
where   they  accept  domestic  deposits.      Foreign  agencies,    as    the 
Subcommittee   is   aware,   do  not  accept  domestic  deposits,   and 
foreign  banks  which  organize   in   this   country  as  subsidiaries 
under  state  charter  do  have    FDIC   insurance  at  this    time. 

VI  « 

With  respect   to  the  question  of  how  t 

filiates   of  foreign  banks   until  a  rei 

the  Glass-Steagall  Act,   CSBS   support: 

should  not   be    federal    legislation   affecting   sucn   securities    ai- 

filiates  until   there  has  been  a  resolution  of  the   Glass-Steagall 

issue.      It    is   noted    that   the   Senate    Securities    Subcommittee    is 

presently  conducting  such  a  study. 

Following  a  review  of  that  Act,   should  there  be   a  continuation 
of  the  prohibitions  now  in  effect  relative   to  domestic  banks, 
then  CSBS  would   favor  prohibiting  such  nonbanking  activities 
for  foreign  banks.      However,   CSBS  believes    that   it  is   only 
equitable,    in  such  an  event,    to  grandfather  nonbanking  opera- 
tions   established   on   or   before    the   original   date   of   introduc- 
tion of  the  Fed's  proposal   in   Congress   to  regulate   foreign  banks 
(December  3,    1974).      This   grandfathering  aspect  would  also  be 
desirable   to  prevent  retaliatory  action  against  U.   S.    banks 
operating   abroad . 
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VII 

With  respect  to  the  question  of  whether  at  the  present  time   U.  S. 
banks  are  placed  at   any  real  competitive  disadvantage  vis-a-vis 
foreign  banks  by  virtue  of  the  multi-state  operations  of  the 
latter,   CSBS  is  of  the  strong  belief  that  our  domestic  banks 
are  not   at  any  real  competitive  disadvantage  because  of  the 
multi-state  operations  of  foreign  banking  facilities.      As 
pointed   out   in   some   detail   in   the    statement   submitted  by   CSBS 
regarding  S.    9S8,  U,   S.    banks  conduct  a  far  more  significant 
level  of  interstate  operations   than  do   foreign  banks. 

With  respect  to  the  question  of  whether  a  state  should  be  per- 
mitted to  invite  a  foreign  bank   into  its  borders   regardless   of 
whether   such    foreign  bank  may   be   doing  business   elsewhere,    it 
is   the   position   of  CSBS   that  a  state  should  have   this  power   if 
such   action   is   considered  consistent  with  its    interests,    and 
is  not  in  conflict  with  the   state  laws  where  the  out-of-state 
foreign  banking   facility  is   located.      As  pointed  out  in  the 
CSBS  statement  submitted  on  S.    958,    the  State  of  Illinois    in 
1973  began  to  invite   foreign  branches   to  operate  within  certain 
areas   of  Chicago    --  even  though  some  of  those  branches  were 
located  elsewhere   in  this  country.      Illinois  did  this   as  part 
of  its  efforts   to  increase   its  stature  as  an  international   fi- 
nancial center.      CSBS  believes   it  is   in  our  national  interests 
to  permit  such  development.      To  do  otherwise   in  the   foreign 
banking   field  would   likely  result  in  foreign  banks  choosing 
California  or  New  York,  exclusively,    for  their  U.    S.    operations, 
to  the  detriment  of  other  states. 
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State  Of  New  York 

Banking  Department 

Two  Would  Trade  Center 

New  York.  N.Y.  10047 


March  3,    1976 

Dear  Senator  Mclntyre: 

Thank  you  for  the  opportunity  to  comment  on 
your  proposals  for  improving  the  Federal  Government's 
control  over  foreign  banking  in  the  United  states. 
Study  of  these  proposals  suggests  that  they  rest  upon 
a  philosophy  shared  by  the  New  York  State  Banking 
Department.   As  a  result,  the  Department  finds  itself 
in  'fundamental  agreement  with  the  proposals. 

Specific  comments  follow  on  each  of  the  seven 
features  of  the  proposals. 

1.   The  Mew  York  State  Banking  Department  agrees 
with  the  concept  of  extending  the  dual  banking  system 
to  foreign  banks  by  providing  a  Federal  chartering  option 
under  the  supervision  of  the  agency  charged  with  the 
regulation  of  national  banks.   This  Federal  authority 
should  be  empowered  to  approve  applications  without 
reference  to  the  state  regulatory  authorities.  Federal 
law  should  also  be  amended  to  eliminate  the  restrictions 
on  the  citizenship  and  residence  of  the  directors  of 
national  banks  and  on  the  citizenship  of  the  owners  of 
the  stock  of  Edge  Act  corporations.   Utilization  of  the 
Federal  chartering  option  by  a  foreign  bank  should  include 
acceptance  of  Federal  Reserve  membership,  as  is  the  case 
with  domestic  national  banks. 


The  New  York  State  Banking  Department  believes  that 
all  changes  effected  in  the  regulation  of  foreign  banking 
in  the  United  States  should  seek,  for  foreign  banks,  to 
provide  the  same  opportunities  and  to  impose  the  same 
limitations  as  now  exist  for  domestic  banks.   The  goal, 
to  summarize,  is  equality  of  options  and  equality  of 
treatment  once  an  option  has  been  selected.   The  Federal 
charter  option  is  consistent  with  the  attainment  of  that 
goal. 
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2.  This  department  also  believes  that  the 
preservation  of  local  markets  serves  the  public 
interest  and  that  preservation  of  such  markets 
requires  a  degree  of  autonomy  in  the  regulation 

of  those  markets.   State  banking  departments  permit 
bank  entry  and  establish  the  conditions  of  banking 
activity  in  response  to  their  perception  of  local 
needs.   States  should  retain  their  existing  authority 
to  charter  or  license  foreign  banking  organizations, 
and  Federal  Reserve  membership  should  continue  to  be 
voluntary. 

3.  It  has  been  proposed  that  the  Federal 
Reserve  be  given  a  "more  direct  handle,  if  appropriate, 
over  foreign  bank  reserves".   The  Banking  Department 
would  submit  that  such  a  handle  is  neither  appropriate 
nor  needed.   Under  existing  laws,  banking  organizations 
owned  by  foreigners  are  subject  to  essentially  the  same 
reserve  requirements  as  domestic  banks .   A  foreign  bank 
operating  as  a  state-chartered  bank  is  subject  to 
whatever  reserve  requirements  are  imposed  by  that  state 
on  domestic  non-member  banks.   In  New  York,  foreign 
branches  are  also  subject  to  such  reserve  requirements. 
In  Illinois,  where  state-chartered  non-members  of  the 
Federal  Reserve  are  not  subject  to  reserve  requirements, 
foreign  branches  are  required  to  maintain  reserves  equal 
to  those  required  by  the  Federal  Reserve  for  member  banks. 
Foreign  branches  in  California  are  not  subject  to  reserve, 
requirements,  but  California  does  not  permit  such 
branches  to  accept  deposits. 

Foreign  branches  are  also  subject  to  special  reserve 
requirements  imposed  to  safeguard  uninsured  liabilities. 
Both  Illinois  and  New  York,  where  most  foreign  branches 
are  located,  impose  the  108  per  cent  rule  which  requires 
obligations  equal  to  108  per  cent  of  the  branch's 
liabilities  and  payable  in  United  states  funds  to  be  held 
in  the  state. 

Agencies  are  not  subject  to  reserve  requirements, 
but  agencies  are  not  deemed  to  be  "banks"  since  they 
are  not  permitted  to  accept  domestic  deposits. 

It  is  difficult  to  understand  why  the  Federal  Reserve 
must  have  a  stronger  "handle"  on  the  reserves  of  foreign 
banking  organizations  than  it  has  on  the  reserves  of  non- 
member  banks.  Indeed,  equality  of  options  would  suggest 
that  legislation  should  not  single  out  foreign:  banking 
organizations  or  treat  them  any  differently  than  non- 
r  banks. 
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4.  The  Banking  Department  agrees  that  a 
Federal  registration  and  reporting  requirement 
could  properly  be  imposed  upon  foreign  banking 
organizations  operating  in  the  United  States. 
Such  a  requirement  would  enable  the  Federal 
authorities  to  secure  the  information  needed  to 
ensure  that  foreign  banking  activity  is  consistent 
with  national  policy  objectives.  Appropriate 
remedial  action  could  be  initiated  when  and  if 
this  system  disclosed  significant  problems. 

Care  should  be  taken,  however,  to  ensure  that 
the  registration  requirement  does  not  become 
tantamount  to  licensing  and  that  the  reporting 
requirement  does  not  become  unduly  burdensome. 
Perhaps  the  Federal  authority  should  simply  receive 
reports  or  parts  of  reports  prepared  for  the  state 
supervisory  authorities,  as  occurs  in  New  York. 

5.  The  Bank  Holding  Company  Act  requires  the 
subsidiaries  of  foreign  banks  to  carry  Federal  Deposit 
Insurance,  just  as  subsidiaries  of  United  States  banks 
do.  Until  now,  however,  the  f.d.i.c.  has  refused  to 
offer  insurance  to  the  branches  or  agencies  of  foreign 
banks.  The  Banking  Department  would  support  any 
legislation  designed  to  extend  federal  deposit  insurance 
to  domestic  offices  of  foreign  banks  which  accept  domestic 
deposits.   Since  agencies  may  not  accept  domestic  deposits, 
they  do  not  need,  and  could  not  secure,  Federal  Deposit 
Insurance . 

Making  deposit  insurance  available  to  foreign 
branches  which  accept  deposits  in  the  United  States 
would  be  consistent  with  the  principle  of  equality  of 
treatment.   Presumably,  branches  engaged  exclusively 
in  a  wholesale  international  banking  business  would 
continue  to  operate  without  the  insurance,  as  U.S.  Edge 
Act  Corporations  do. 

Chairman  Wille  and  others  have  repeatedly  stated 
that  the  insurance  of  banking  organizations  incorporated 
abroad  would  raise  technical  problems.   The  existence  of 
these  problems  suggests  that  the  approach  recommended  by 
the  Federal  Reserve  Board  should  be  adopted  -  i.e.,  the 
f.d.i.C.  should  be  directed  to  design  a  program  by  means 
of  which  such  insurance  may  be  made  available  to  foreign 
branches  and  that,  within  a  specified  time  period,  it 
submit  such  program  to  the  Congress  for  its  review  and 
consideration . 
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6.   The  Securities  Subcommittee  of  the  Senate's 
Committee  is  now  engaged  in  an  extensive  review  of  the 
restrictions  on  bank  activity  imposed  by  the  Glass- 
Steagall  Act.   The  New  York  State  Banking  Department 
believes  that  foreign  and  domestic  banking  organizations 
should  be  subject  to  the  same  restraints  with  respect  to 
their  involvement  in  securities  activities. 


The  problem  of  the  securities  affiliates  is 
limited  to  foreign  bank  branches.   Subsidiaries  are 
covered,  at  present,  by  the  bank  holding  company  restraints. 
While  agencies  may  be  affiliated  with  securities  firms, 
since  they  do  not  take  deposits,  they  are  not  true  banks 
and  should  continue  to  be  outside  of  the  coverage  of 
Glass  Steagall.   Leas  than  a  dozen  foreign  bank  branches 
have  securities  affiliation  of  any  kind.   These  branches 
should  be  subject  to  any  restrictions  which  arise  from 
the  fresh  review  of  Glass-Steagall,  with  some  consideration 
to  grandfathering  such  present  activities  which  have  a 
de  minimus  effect. 


7.    Foreign  banks  appear  to  enjoy  little  competitive 
advantage  vis-a-vis  United  States  banks  with  respect  to 
multi-state  activity.   Subsidiaries  of  foreign  banks  are, 
of  course,  subject  to  the  Bank  Holding  Company  Act 
restraints  on  interstate  branching.   A  limited  advantage 
may  exist  in  retail  banking  since  foreign  banks  may 
establish  deposit- taking  branches  in  five  states  {Hew  York, 
Illinois,  Washington,  Oregon  and  Massachusetts) ,  but 
United  States  banks  may  not  branch  across  state  lines. 
Relatively  few  foreign  banks,  however,  have  established 
branches  in  more  than  one  state.*  Although  foreign  banks 
can  establish  agencies  in  other  states,  agencies  may  not 
accept  deposits.-  Consequently,  they  do  not  engage  in  a 
retail  banking  business,  and  the  foreign  banks  enjoy  no 
competitive  advantage  with  respect  thereto. 

Large  United  States  banks  do  far  more  multi-state 
banking  than  foreign  banks  when  it  comes  to  wholesale 
banking.   These  banks  have  the  ability  to  conduct  wholesale 
banking  activity  in  more  than  ons  state  by  way  of  the 


*  According  to  data  prepared  by  the  Federal  Reserve  Board, 
a  total  of  15  banks  had  established  branches  in  more 
than  one  state  as  of  September  1975. 
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following  forms: 

1.  loan  production  offices  and 
operating  subsidiaries; 

2.  interstate  non-banking  activities 

of  bank  holding  companies  permitted  under 
section  4(c) (8)  of  the  Bank  Holding 
Company  Act  (Federal  Reserve  figures 
indicate  662  of  the  applications  filed 
for  such  interstate  activities  were  approved 
between  1971  and  1974); 

3.  Edge  Corporation  offices  (thirty-two 
banks  have  some  seventy-seven  out-of-state 
Edge  Corporation  offices  involved  in 
international  banking  activity) ;  and 

4.  grandfathered  multi-state  banking. 
(As  of  year  end  1974,  eight  United  States 

bank  holding  companies  held  banks  in  more 
than  one  state  under  the  Douglas  Amendment 
to  the  Bank  Holding  Company  Act  of  1956.) 

A  recent  series  of  articles  in  the  American  Banker 
discussed  the  extent  of  this  multi-state  activity.   The 
articles  indicated  that  twelve  bank  holding  companies, 
located  in  seven  states,  had  a  total  of  approximately 
1400  offices  engaged  in  banking-related  activities  and 
located  in  states  other  than  that  of  the  anchor  bank  of 
the  holding  company.   In  addition,  the  same  twelve  holding 
companies  conduct  operations  across  state  lines  through 
thirty-four  Edge  Act  Corporations  and  twenty-three  loan 
production  offices. 

A  review  of  the  data  on  multi-state  banking  indicates 
that  whatever  competitive  inequality  may  exist  is  insignifi- 
cant.  As  a  result,  the  Banking  Department  believes  that 
those  states  which  wish  to  should  be  permitted  to  continue 
to  invite  foreign  banks  to  do  business  therein  without 
reference  to  whether  the  foreign  banks  may  be  doing  business 
in  any  other  state. 

This,  again,  is  consistent  with  a  policy  founded  on 
equal  treatment.   It  should  be  noted  that  the  states  are 
free  to  permit  the  acquisition  of  subsidiary  banks  within 
their  boundaries  by  domestic  out-of-state  holding  companies. 
(This  authority  is  found  in  Section  3(d)  of  the  Bank 
Holding  Company  Act) .  With  one  or  two  exceptions,  the 
states  simply  have  declined  to  exercise  this  option  for 
domestic  banks.   In  1973,  former  Governor  Rockefeller  invited 
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such  reciprocal  arrangements  between  New  York  and 
California,  Illinois,  Massachusetts  and  Texas.  No 
action  has  been  taken  on  this  initiative. 

I  trust  you  will  find  these  comments  helpful. 
Please  call  upon  me  if  there  is  any  further  information 
or  assistance  which  can  be  provided  to  you  by  the 
Banking  Department  of  New  York  State. 


Sinceraly  yours 


eraly  yours , 

sMIWb — 


Honorable  Thomas  J.  Mclntyre 

Chairman 

Subcommittee  on  Financial  Institutions 

Committee  on  Banking,  Housing  and  Urban  Affairs 

Room  5300  Dirkson  Senate  Office  Building 

Washington,  D.  C.  20510 
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435 

Senator  McIntthe.  We  will  call  as  our  final  witness  for  the  day 
a  panel  of  the  Bankers'  Association  for  Foreign  Trade,  represented 
by:  Mr.  Douglas  A.  Smith,  executive  vice  president;  Mr.  Jack  R. 
Jessen,  secretary;  and  Mr.  Thomas  L.  Farmer,  counsel. 

Would  you  come  up,  please? 

As  I  told  the  previous  group  from  the  Conference  of  State  Bank 
Supervisors,  we  are  glad  to  welcome  you  here  today.  We  appreciate 
your  patience  in  waiting  to  be  called  and  admonish  you  to  try  to 
save  as  much  time  on  your  formal  statements  as  you  can. 

Do  you  all  have  statements? 

STATEMENT  OF  DOUGLAS  A.  SMITH,  EXECUTIVE  VICE  PRESIDENT, 
JACK  H.  JESSEN,  SECRETARY,  AND  THOMAS  L.  FARMER,  COUNSEL, 
THE  BANKERS'  ASSOCIATION  FOR  FOREIGN  TRADE 

Mr.  Smith.  No,  sir,  we  have  one  statement  here. 

Senator  McIntthe.  All  right,  Mr.  Smith,  you  may  incorporate  it 
in  its  entirety  in  the  record,  and  if  there  is  any  place  you  can  save 
us  a  little  time  so  we  can  get  to  some  of  these  questions  to  see  what 
your  attitudes  are,  that  would  be  much  more  interesting  to  us. 

Go  right  ahead,  sir. 

Mr.  Smith.  Thank  you,  Mr.  Chairman. 

My  name  is  Douglas  A.  Smith,  and  I  am  the  executive  vice  presi- 
dent of  the  Bankers'  Association  for  Foreign  Trade.  And  I  am 
senior  vice  president  of  the  Industrial  National  Bank  of  Rhode 
Island. 

Senator  McIxtthe.  You  are  a  New  Englander.  You  will  probably 
be  able  to  understand  me. 

Mr.  Smith.  I  am  accompanied  today  by  Mr.  Jack  R.  Jessen,  chair- 
man of  the  Association's  Committee  on  Foreign  Banking  in  the 
United  States,  and  by  Mr.  Thomas  L.  Farmer  of  the  Washington 
law  firm  of  Prather,  Secger,  Doolittle,  Farmer  and  Ewing. 

The  Bankers'  Association  for  Foreign  Trade  was  founded  in 
1921  by  a  number  of  inland  banks  who  wanted  to  expand  their 
knowledge  of  international  trade  and  provide  improved  international 
banking  services  to  their  customers. 

Today,  our  membership  of  140  U.S.  banks  includes  virtually  all 
of  those  who  have  significant  international  operations.  Our  members 
come  from  56  cities  in  32  States  of  the  United  States  in  addition  to 
the  District  of  Columbia  and  Puerto  Rico. 

In  addition  to  our  voting  U.S.  members,  we  also  offer  nonvoting 
status  to  68  foreign  banks  with  operations  in  the  United  States. 

Over  the  past  several  years,  the  Bankers'  Association  for  Foreign 
Trade  has  given  very  active  consideration  to  the  issues  involved  in 
the  regulation  of  foreign  banking  in  the  United  States  through 
meetings  of  our  various  committees  through  discussions  with  the 
managements  of  our  respective  banks  and  in  our  annual  meeting. 

In  fact,  in  the  past  3  years  at  our  annual  meeting,  we  have 
adopted  a  policy  statement  which  includes  the  position  on  the  regu- 
lation of  foreign  banking  in  the  United  States.  Therefore,  we  very 
much  appreciate  the  opportunity  to   appear  before  you  today  in 
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genera]  support  of  the  Foreign  Banking  Act  of  1975,  Senate  bill 
958. 

We  have  prepared  a  written  statement  which  has  been  presented 
to  the  committee.  I  would  like  to  summarize  it  in  these  oral  remarks. 
And  Mr.  Jessen  and  Mr.  Farmer  and  I  will  certainly  be  pleased  to 
answer  any  questions  which  you  might  have. 

Senator  McInttbe.  All  right,  sir. 

Mr.  Smith.  Our  statement  discusses  the  vast  expansion  of  inter- 
national banking  in  recent  years  and  its  importance  to  American 
banks.  We  have  followed  our  customers  abroad  as  they  have  taken 
advantage  of  international  business  opportunities,  and  we  think 
that  this  has  been  of  benefit,  not  only  to  the  banks  themselves,  but 
to  the  U.S.  economy. 

Certainly,  it  has  improved  the  profit  opportunities  of  American 
banks.  It  has  given  us  an  opportunity  to  broaden  our  earning  assets 
and  broaden  our  deposit  base. 

We  expect  fair  treatment  from  foreign  governments  when  we  go 
abroad,  and  we  hope  that  the  rules  under  which  we  operate  in 
foreign  countries  will  be  fair  and  consistent. 

Likewise,  foreign  banks  have  entered  the  United  States  in  in- 
creasing numbers  in  recent  years.  Initially,  I  think  following  their 
customers  into  this  economy  and  gradually  expanding  their  oper- 
ations here. 

We  feel  that  this  is  of  benefit  to  the  U.S.  economy.  The  foreign 
banks  provide  additional  competitive  services  to  the  banking  com- 
munity of  the  United  States  which  hopefully  means  better  innovative 
services,  improved  convenience  for  the  American  banking  public. 
They  attract  foreign  investment  to  the  United  States,  and  they 
assist  U.S.  firms  in  their  activities  overseas,  particularly  in  those 
foreign  markets  where  these  foreign  banks  have  special  expertise. 

Basically,  our  position  is  that  we  believe  in  equal  national  treat- 
ment. That  is  to  say,  foreign  hanks  should  be  treated 

Senator  McTntyre.  Let  me  ask  you  a  question.  In  your  opinion, 
are  we  fairly  treated,  you  people  in  foreign  banking,  by  the  host 
country? 

Mr.  Smith.  It  varies  tremendously  from  one  country  to  the  next. 

Senator  McIxttre.  Generally,  would  you  say  you  are  treated 
fairly  by  the  countries  in  which  you  are  operating? 

Mr.  Smith.  Yes,  sir,  I  think  this  is  evidenced  by  the  fact  that 
American  banks  have  expanded  very  rapidly  and  are  located  in  a 
great  many  countries  overseas. 

Would  you  care  to  comment,  Jack? 

Mr.  Jessen.  I  would  say,  yes,  the  very  fact  that  you  have  had 
such  expansion  of  American  banking  since  the  war  into  virtually 
all  major  areas  of  the  world,  they  have  been  able  to  compete  in 
the  markets  there  and  have  been  successful  in  their  operations,  we 
would  as  a  group  say,  yes,  that  we  have  been  treated  fairly  overseas. 

Senator  McInttke.  I  don't  want  to  get  into  a  long,  detailed  answer 
to  this,  but  why  this  difficulty  with  Canada? 

Mr.  Smith.  Well,  the  Canadian  economy  obviously  is  much  smaller 
than  the  economy  of  the  United  States. 

Senator  McInttbe.  Afraid  of  a  takeover? 
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Mr.  Smith.  And  much  of  it  is  located  along  the  border  of  the 
United  States.  And  I  think  there  is  a  feeling  on  the  part  of  Canadian 
authorities  that  there  is  a  danger  of  too  much. 

However,  I  don't  think  that  feeling  is  necessarily  shared  by  the 
Canadian  banks. 

Senator  McIxtyre.  All  right.  Get  back  on  track. 

Mr.  Smith.  OK,  thank  you,  sir. 

So  basically,  we  are  in  favor  of  equal  treatment.  That  is  to  say, 
foreign  banks  should  be  treated  as  American  banks  are  treated, 
subject  to  the  same  laws  and  regulations. 

Now,  we  must  concede  that  the  present  situation  wherein  there 
is  no  Federal  regulation  or  legislation,  wherein  foreign  banks  deal 
almost  exclusively  with  the  States  in  entering  the  United  States 
has  created  inequities  of  treatment,  particularly  with  regard  to 
interstate  banking  with  securities  and  investment  activities,  ease 
of  entry,  Federal  Reserve  membership  or  reserve  requirements  and 
insurance. 

We  then 

Senator  McIxttre.  Is  it  fair  to  say  then  in  some  instances,  the 
foreign  banks  are  being  treated  better  than  our  own? 

Mr.  Smith.  Well,  being  treated,  that  is  to  say  the  accident  of  the 
fact  that  there  is  no  Federal  legislation,  that  has  enabled  foreign 
banks  to  do  some  things  which  American  banks  are  not  able  to  do. 

Senator  McIktyre.  But  the  American  banks  are  not  complaining, 
are  they? 

Mr.  Smith.  Well,  we  do  feel  there  is  a  need. 

Senator  McIktyre.  Good.  They  are  complaining. 

Go  ahead. 

Mr.  Smith.  We  do  feel  there  is  a  need.  That  is,  I  should  say  the 
majority  of  our  membership  does  feel  there  is  a  present  need  for 
legislation  which  would  provide  for  Federal  regulation  of  foreign 
banking  in  the  United  States. 

Senator  McIktyre.  Do  you  support  S.  958? 

Mr.  Smith.  The  majority  of  our  members  do  support  it.  AVe  have 
reviewed  most  or  all  of  the  legislative  proposals  which  have  been 
before  the  Congress  over  the  past  year  or  two,  and  we  think  this 
S.  958  provides  the  best  answer  to  a  very  complex  problem. 

Mr.  Farmer.  We  are  here  to  testify  in  support  of  that  bill. 

Mr.  Smith.  We  feel  that  a  foreign  bank  wishing  to  enter  the 
U.S.  market  should  be  required  to  select  a  State  of  domicile.  And 
it  should  be  allowed  to  select  a  State  or  national  charter,  expand 
within  that  State  in  accordance  with  State  and  Federal  laws. 

In  other  words,  engage  in  whatever  activities  domestically  owned 
banks  are  permitted  to  engage  in  within  that  State.  Comparable 
reserve  requirements,  acceptance  of  deposits,  and  so  on. 

We  feel  that  foreign  banks  should  be  allowed  to  expand  beyond 
State  borders  in  the  same  manner  that  domestically  owned  banks 
are  able  to  expand,  presently  through  the  Edge  Act  corporation.  In 
other  words,  foreign  banks  should  be  permitted  to  own  Edge  Act 
corporations  and  expand  on  an  interstate  basis  to  conduct  an  inter- 
national banking  business. 
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We  think  that  foreign-owned  banks  should  be  limited  to  those 
activities  which  are  considered  to  be  closely  related  to  banking  by 
the  Federal  Reserve  Board  under  the  Bank  Holding  Company  Act 
of  1970.  And  we  think  they  should  not  be  permitted  to  own  equities 
in  commercial  enterprises  beyond  those  that  are  held  by  domestically 
owned  banks. 

Senator  McIxtyre.  None  of  your  foreign  operations  allow  you  to 
do  this* 

Mr.  Smith.  Generally  speaking,  we  are  permitted  to  engage  in 
those  businesses  which  are  permitted  to  domestic  banks.  And  in  some 
cases  where  those  powers  go  beyond  the  powers  which  we  would 
have  within  the  United  States  such  as  underwriting  of  securities  in 
the  domestic  market,  we  are  permitted  to  do  that  by  Federal  Reserve 
regulations. 

An  important  consideration  in  any  legislation  would  be  the  treat- 
ment of  noconforming  activities.  Obviously,  there  are  a  number  of 
banks  now  established  in  the  United  States  whose  activities  do  not 
conform  to  the  proposed  legislation  under  S.  958.  We  believe  that 
existing  activities  should  be  permanently  grandfathered. 

Our  reason  for  this  is  we  think  in  terms  of  broad  foreign  invest- 
ment policy,  this  would  be  in  the  best  interest  of  the  United  States. 
The  United  States  has  Jong  been  a  proponent  of  foreign  investment, 
investing  country  and  the  country  receiving  the  investment. 
and  the  benefits  of  investment  both  from  the  point  of  view  of  the 

And  I  know  that  when  American  firms  go  overseas,  they  hope  that 
they  will  be  protected,  that  the  rules  of  the  game  will  not  be  changed 
after  they  have  made  their  investment.  And  we  simply  feel  that 
foreigners  should  be  treated  the  same  way  in  the  United  States. 

Senator  McIxtyre.  How  do  you  feel  about  that  statement  that 
the  Comptroller  made,  he  thought  there  was  going  to  be  a  leveling 
off  of  foreign  banking  activity  m  the  United  States? 

Mr.  Smith.  I  think  that  is  a  temporary  situation  based  on  current 
economic  conditions.  All  banks  are  coping 

Senator  McIxtyre.  From  your  vantage  point,  you  don't  see  that 
.    lasting;  you  see  a  continued  activity  of  foreign  banks? 

Mr.  Smith.  Oh,  yes.  I  think  as  soon  as  economic  conditions  permit, 
there  will  be  another  surge  of  interest  in  expansion.  And  it  has 
taken  3  years  or  more  for  the  Federal  Reserve  to  develop  this  legis- 
lation to  this  point.  I  think  it  would  be  a  shame  if  that  were  to  be 
lost. 

We  don't  see,  however,  the  present  activities  of  foreign  banks  in 
the  United  States,  were  they  to  be  grandfathered,  as  any  great  threat 
to  us  from  a  competitive  point  of  view.  We  don't  consider  that  an 
undue  concentration  of  the  economic  power  or  threat  to  monetary 
policy. 

There  are  certain  aspects  of  the  S.  958  with  which  we  disagree. 
We  are  not  in  favor  of  compulsory  Federal  Reserve  membership 
simply  on  the  basis  of  equal  treatment ;  mandatory  Federal  Reserve 
membership  is  not  required  of  domestically  owned  banks.  We  don't 
think  it  should  be  required  of  foreign-owned  banks. 

Likewise,  we  are  not  in  favor  of  mandatory  FDIC  insurance, 
although  we  certainly  think  it  should  be  available.  And  we  would 
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expect  with  foreign  banks  operating  in  the  retail  market,  they  would 
seek  FDIC  insurance. 

So  to  summarize,  the  Bankers'  Association  for  Foreign  Trade 
believes  banks  should  be  treated  equally  with  domestic  banks.  Most 
of  our  members  feel  there  is  a  need  now  for  legislation  which  would 
provide  for  Federal  regulation. 

We  have  considered  the  legislative  proposals,  and  generally,  we 
favor  the  provisions  of  S.  958,  with  certain  exceptions.  And  we 
support  the  grandfathering  provisions. 

Thank  you,  Mr.  Chairman.  We  would  be  happy  to  answer  any 
questions. 

Senator  McIntyre.  Thank  you,  Mr.  Smith. 

I  will  proceed  to  ask  questions,  and  if  your  associates  want  to 
comment,  I  will  direct  all  the  questions  to  you,  and  you  can  comment 
or  add.  No  duplication,  please. 

If  you  agree  with  the  genera!  statement  fine;  if  you  can  add  some- 
thing to  it,  fine,  or  disagree  with  it,  OK. 

Mr.  Smith,  I  will  ask  you  the  same  question  I  asked  yesterday. 
The  threshold  question  here  is  whether  there  is  any  overriding  need 
for  Federal  legislation  at  this  time.  Apart  from  monetary  policy- 
considerations,  what  national  public  policy  considerations  mandate 
a  sweeping  federalization  of  foreign  banking  activity  at  this  time! 

Mr.  Smith.  The  present  situation  does  not  provide  for  equal 
treatment  of  foreign  banks  and  domestic  banks  operating  in  the 
U.S.  market.  We  have  a  difficult  time  getting  a  concensus  on  the 
need  for  legislation. 

But  we  did  very  carefully  poll  all  of  our  members,  and  the  con- 
sensus is  the  great  majority  of  our  members  do  feel  legislation  is 
needed.  And  I  think  it  is  because  that  foreign  banks  can,  through 
dealing  with  the  separate  States,  establish  full-service  banking 
operations  in  more  than  one  State. 

And  most  of  our  members  feel  that  this  is  a  competitive  dis- 
advantage. 

Senator  McIntyre.  Let  me  add  to  that  question  before  other 
comments. 

The  allegations  that  seems  to  be  made  is  the  competitive  advantage 
of  foreign  bank  affiliates  in  the  United  States  is  more  illusory  than 
real.  For  example,  while  foreign  banks  may  on  the  surface  be  able 
to  engage  in  multistate  operations  to  a  larger  extent  than  U.S. 
banks,  the  allegation  is  made  that  in  reality,  U.S.  banks  are  engaged 
in  a  substantial  interstate  business  and  that  there  is  no  competitive 
disadvantage. 

Would  you  comment! 

Mr.  Smith.  Yes,  sir. 

The  foreign  banks  can  open  full-service  branches  in  more  than 
one  State.  This  is  still  something  which  we  can't  do.  In  other  words, 
we  can't  open  an  office  in  another  State  and  solicit  deposits  from 
residents  of  that  State  directly  over  our  counters  or  make  loans 
directly  over  our  counters,  collect  those  loan  payments  directly  over 
those  counters  in  that  other  State. 

And  by  means  of  dealing  with  several  States,  foreign  banks  can 
do  that.  They  also,  of  course,  can  own  securities  affiliates,  and  we 
are  prohibited  from  that  activity. 
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Senator  McIntybe.  Any  further  comment? 

Mr.  Smith.  The  other  tiling  I  might  add  is  that  because  a  foreign 
bank  today  must  deal  with  separate  States,  lie  may  be  denied  entries 
to  a  certain  State.  And  this  in  turn  might  cause  a  discriminatory 
action  on  the  part  of  the  foreign  government  against  a  bank  from 
that  State  should  he  enter  the  foreign  market. 

We  feel  this  is  unfortunate. 

Mr.  Farmer.  I  would  like  to  go  back  to  your  earlier  question  about 
the  neeed  for  legislation.  I  think  one  of  the  problems  for  any  foreign 
investor,  anyone  investing  abroad,  is  certainly  of  the  ground  rules. 
So  long  as  there  is  a  good  deal  of  sentiment  that  sooner  or  later 
the  ground  rules  for  foreign  banks  are  going  to  be  changed,  there 
is  going  to  be  a  reluctance  by  foreigners  to  proceed  with  their  plans 
for  investment. 

The  sooner  a  pattern  is  derived,  the  sooner  the  foreign  banks  or 
foreign  investors,  will  know  on  what  basis  they  are  going  to  operate. 
It  is  not  a  very  good  atmosphere  to  have  this  sword  of  Damocles 
hanging  over  the  banks. 

A  lot  of  activities  that  may  or  may  not  be  grandfathered,  in  other 
words,  is  being  permitted  to  them.  If  there  could  be  some  assurance 
to  the  foreign  banks  this  present  pattern  is  going  to  remain  for  a 
long  time  to  come,  that  might  be  one  solution  to  the  problem.  But 
so  long  as  there  is  a  good  deal  of  sentiment  in  the  country  from 
various  sources  that  this  present  pattern  needs  to  be  adjusted,  there 
is  a  good  deal  to  be  said  that  the  adjustment  might  come  at  a  time 
when  the  Federal  Reserve  Board  has  done  a  great  deal  of  work  in 
this  area,  and  that  it  might  be  used  as  a  model  concerning  these 
issues. 

One  other  area  that  we  have  not  discussed  is  in  trade  negotiations 
with  foreign  countries.  Our  domestic  trade  investment  issues  are 
generally  discussed  by  our  Government  across  the  board,  but  banking 
issues  are  not  discussed  because  there  is  no  way  that  the  Federal 
Government  can  deliver  on  any  kind  of  an  arrangement  with  a 
foreign  country. 

For  example,  our  discussions  with  the  Canadians  which  ranged 
through  a  whole  series  of  issues,  as  you  are  well  aware,  being  from 
a  border  State,  never  touch  on  the  banking  issues  because  these 
aren't  issues  the  Federal  Government  can  deal  with. 

One  of  the  problems  with  the  present  pattern  is  that  we  have 
very  large  economic  issues  and  interests  in  the  banking  area  which 
because  of  our  regulatory  pattern  are  outside  of  international 
negotiations.  So  there  is  something  to  be  said  for  trying  to  work  out 
a  framework  which  would  permit  the  Federal  Government  to  deal 
with  them  as  a  competitive  threat. 

Senator  McIntyre.  Would  you  want  to  add  anything? 

Mr.  .Tessen*.  No. 

Senator  McIxttre.  Well,  moving  on  the  same  line,  Mr.  Smith, 
similarly,  the  allegation  is  made  that  the  ability  of  certain  foreign 
banks  to  maintain  securities  affiliates  places  them  in  a  competitive 
advantage  vis-a-vis  U.S.  banks. 

On  the  other  hand,  it  has  been  suggested  that  the  magnitude  of 
these  securities  operations  are  so  small  and  arc  so  structured  as  to 
be  insignificant  in  terms  of  any  meaningful  advantage  or  disad- 
vantage. 
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Could  you  comment? 

Mr.  Smith.  Yes;  we  would  agree  that  they  arc  small.  And  we  are 
in  favor  of  grandfathering  them.  We  are  not  particularly  concerned 
with  the  mas  a  competitive  threat. 

The  fact  is,  though,  that  they  are  an  activity  in  which  we  are  not 
permitted  to  engage. 

Does  that  answer  the  question? 

Senator  McIntyre.  As  far  as  I  am  concerned. 

Well,  in  view  of  that  answer,  how  would  you  explain  the  fact 
that  some  of  the  largest  U.S.  banks  involved  in  overseas  operations 
testified  in  opposition  to  S.  958. 

Mr.  Smith.  I  don't  think  this  opposition  is  on  the  grounds  of 
the  securities  business  being  insignificant.  Certainly,  I  would  expect 
they  would  be  in  favor  of  grandfathering  these  securities.  I  think 
their  opposition  to  the  bill  is  they  don't  feel  that  any  legislation 
is  needed  at  the  present  time  to  overcome  this  question  of  multi-State 
commercial  banking  or  multi-State  full  service  banking.  I  would 
say  that  the  BAFT  position  on  the  securities  activities  is  probably 
inconsistent  with  the  position  of  the  large  U.S.  banks  in  this  area. 

Do  I  make  myself  clear? 

Senator  McIntyre.  Yes. 

Mr.  Smith.  Our  association  is  not  opposed  to  continuing  the 
present  activities  of  foreign  banks  in  the  securities  field.  That  is,  who 
are  already  here.  We  simplv  believe  that  on  the  basis  of  equal 
treatment,  the  provisions  in  S.  958  make  sense. 

Senator  McIntyre.  Many  of  the  Fed  bill's  provisions  fly  in  the 
face  of  a  number  of  inquiries  presently  underway  within  this  Rank- 
ing Committee,  such  as  regulatory  restructuring,  Glass-Stcagall  and 
branching. 

Assuming  this  bill  before  us  has  merit,  do  you  feel  there  is  any 
sense  of  urgency  which  requires  our  addressing  this  bill  now,  rather 
than  after  we  have  had  an  opportunity  to  resolve  these  other  very 
relevant  matters? 

Mr.  Smith.  Yes,  sir. 

Senator  McIntyre.  Is  there  a  sense  of  urgency? 

Mr.  Smith.  Yes,  sir. 

The  bill  was  a  long  time  in  the  homing,  if  you  will,  and  we  think 
that  it  has  come  to  the  point  where  action  is  feasible. 

On  the  other  hand,  it  simply  creates  a  climate  of  equal  treatment. 
If  subsequent  to  the  passage  of  this  legislation,  there  are  more  sweep- 
ing changes,  they  will  affect  foreign  banks  operating  in  the  United 
States,  just  as  they  affect  domestic  banks. 

So  the  passage  of  this  legislation  should  not,  I  should  think, 
interfere  in  anyway  with  any  changes  which  come  along  at  a  later 
date. 

Senator  McTxtyre.  Would  you  furnish  for  the  record  for  my 
information  in  the  order  of  their  presence,  those  countries,  (1) 
England;  (2)  Japan;  (3)  Roumania — I  don't  know  how  they  go- 
list  them.  Would  you  do  that  for  the  record  ? 

Mr.  Smith.  Yes,  sir.  Will  we  be  given' this  request  in  writing? 

Senator  McIntyre.  I  gave  you  that  one  there.  You  make  a  note 
of  that.  one. 

Mr.  Smith.  All  right. 
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Senator  McIntyre.  We  have  done  pretty  well  here.  There  may 
be  some  questions  that  the  staff  may  want  to  address  to  you  later  on, 
depending  on  how  long;  we  get  through  here. 

I  expect  a  vote  any  minute  here;  I  have  been  lucky  so  far. 

Are  you  gentlemen  aware  of  any  abuses  by  foreign  banking 
affiliates  under  the  present  system  which  will  require  Federal  legis- 
lation to  correct?  Are  you  aware  of  any  abuses  by  foreign  bank 
affiliates,  such  that  Federal   legislation  should  be  enacted? 

Mr.  Smith.  No,  sir.  I  am  not. 

Mr.  Jessex.  No. 

Senator  McIxtyre.  Why  the  use  of  a  bank  holding  company  as 
a  vehicle?  It  would  seem  tliat  the  Bank  Holding  Company  Act 
was  devised  to  deal  with  a  specific  structure  of  bank  and  nonbank 
activity  and  not  intended  to  provide  the  regulatory  framework  for 
the  type  of  regulation  being  sought  here. 

If  we  were  to  decide  that  there  were  sound  public  policy  reasons 
for  establishing  a  Federal  presence  over  foreign  banking  organi- 
zations, would  we  not  be  better  advised,  Mr.  Smith,  to  do  so  in  a 
separate  statute  designed  specifically  for  the  purposes  intended! 

Do  you  want  that  question  again? 

Mr.  Smith.  No,  sir.  I  think  I  have  it. 

I  don't  think  it  is  a  very  easy  question  to  answer.  But  the  Bank 
Holding  Company  Act  does  seem  to  fit  the  bill  here,  in  the  sense 
that  the  major  areas  of  inequality  are  multi-State  banking  and 
securities  affiliates.  That  is  to  say,  nonbanking  activities. 

And  the  Bank  Holding  Company  Act  does  address  itself,  to  these 
activities ;  and  by,  it  seems  to  me,  a  rather  simple  device,  by  calling 
a  branch  of  a  foreign  bank  a  bank  under  the  Holding  Company 
Act,  to  bring  it  in  line  with  the  treatment  of  U.S.  banks  who  would 
wish  to  engage  in  those  activities. 

It  seems  to  me  to  be  an  appropriate  vehicle. 

Senator  McIntyre.  Any  additional  comment? 

Mr.  Farmer.  No. 

Senator  McIxtyre.  If  we  were,  as  you  suggest,  to  extend  the  dual 
banking  system  to  foreign  banks  by  means  of  a  Federal  chartering 
or  licensing  alternative,  should  this  most  appropriately  be  admin- 
istered by  the  Federal  Reserve  or  to  more  closely  parallel  the  U.S. 
banking  structure  be  administered  by  the  Treasury  or  perhaps  the 
Comptroller? 

Mr.  Smith.  Our  membership  hasn't  given  us  any  guidance  on 
this  question,  Mr.  Chairman. 

Senator  McIxtyre.  Can't  you  speak  for  yourself?  What  is  your 
opinion  and  not  the  opinion  of  the  association,  but  your  own 
opinion?  You  are  a  knowledgeable  guy  in  this  field,  I  hope. 

Mr.  Smith.  I  am  not  sure. 

Senator  McIntyre.  Do  you  want  to  answer  it  for  the  record? 

Mr.  Smith.  I  think  that  licensing  by  the  Comptroller  of  the 
Currency  might  well  be  adequate.  But  I  don't  think  there  is  anyone 
in  the  regulatory  field  who  has  as  good  a  handle  on  international 
banking  as  the  Federal  Reserve  Board  has. 

It,  after  all,  does  regulate  now  the  foreign  activities  of  American 
banks. 
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Mr.  Farmer.  Also  I  think  it  is  true  that  the  Board  has  a  steady 
pattern  of  almost  day-to-day  discussions  and  contacts  with  foreign 
central  bankers  who  are  generally  the  regulatory  agencies  in  their 
own  countries. 

So  that  just  through  that  mechanism,  the  Board  has  certain 
advantages  and  familiarity  with  the  whole  system  of  international 
finance  that  might  give  it  some  advantage  over  other  agencies. 

Could  I  just  add  one  other  comment  to  this  question  of  a  Federal 
handle  on  this  problem? 

Some  of  our  member  banks  in  certain  States  are  unable  to  enter 
certain  foreign  countries,  because  their  State  authorities  don't  permit 
foreign  banks  to  come  in  for  what  may  be  perfectly  legitimate 
reasons  within  that  State. 

The  banking  legislatures  and  the  legislatures  generally  look  at 
these  questions  on  the  basis  of  their  own  State  needs. 

Well,  the  result  is  that  at  the  present  most  countries  have  to 
handle  this  on  a  State  versus  national  government  reciprocity  basis. 
So  that  the  banks  in  a  particular  State  that  doesn't  admit  foreign 
banks  for  its  own  domestic  State  purposes  are,  therefore,  barred  from 
going  abroad. 

And  this  also  skews  the  ability  of  American  banks  to  engage  in 
international  business. 

And  if  the  Federal  Government  could  be  the  agency  which  could 
set  the  pattern  of  banking  relationships  with  other  countries,  we 
won't  have  these  unbalances  between  banks  in  certain  States  that  can 
go  abroad  and  banks  in  other  States  that  cannot. 

In  other  words,  to  a  large  extent,  we  are  mixing  interstate  con- 
siderations with  international  considerations.  And  it  is  unique. 
There  is  no  other  form  of  commerce  where  we  try  to  handle  inter- 
national activities  on  a  State-by-State  basis. 

Senator  McInttbe.  Does  your  support,  Mr.  Smith,  for  this  bill 
imply  that  current  State  regulations  of  foreign  banking  activity 
is  in  any  way  inadequate? 

Mr.  Smith.  No,  sir,  I  think  in  the  respective  States,  certainly, 
in  my  limited  experience,  it  is  perfectly  adequate.  It  is  simply  the 
quirk  of  there  being  no  Federal  authority  in  this  field  that  foreign 
banks  are  able  to  deal  with  the  several  States. 

Senator  McInttre.  Well,  then  the  answer  is  there  is  no  meaning- 
ful implication  the  State  banking  regulation  is  inadequate? 

Mr.  Smith.  No,  sir. 

Senator  McInttre.  You  are  proponents  of  the  Fed's  bill? 

Mr.  Smith.  That's  correct. 

Senator  McInttre.  I  understand  staff  has  handed  you  this  run- 
down of  seven  or  eight  different  ideas  of  what  could  be  done  to  give 
the  Congress  a  better  handle.  Have  you  had  a  chance  to  read  it? 

Mr.  Jessen.  No. 

Senator  McInttre.  Then  I  am  not  going  to  keep  you  here.  I 
would  like  you  to  give  us  an  answer  for  the  record. 

And  with  that,  we  will  thank  you  all  for  your  attendance  and 
for  your  testimony  here.  It  has  been  most  helpful. 

[The  full  statement  of  the  Bankers'  Association  for  Foreign  Trade 
follows :] 
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My  name  is  Douglas  A.  Smith  and  I  am  the  Executive 
Vice  President  of  the  Bankers'  Association  for  Foreign 
Trade.   I  am  also  Senior  Vice  President  of  the  Industrial 
National  Bank  of  Rhode  Island  and  have  been  a  full-time 
practicing  banker  for  over  25  years.   1  am  accompanied  by 
Mr.  Jack  R.  Jessen,  Chairman  of  the  Association's  Committee 
on  Foreign  Banking  in  the  U.S.,  who  is  also  Vice  President 
of  the  National  City  Bank,  Cleveland,  and  by  the  Association's 
Counsel,  Thomas  L.  Farmer,  of  the  Washington  law  firm  of 
Prather,  Seeger,  Doolittle,  Farmer  S  Swing. 

The  Bankers'  Association  for  Foreign  Trade  (BAFT)  was 
founded  in  1921  by  a  number  of  inland  banks  for  the  purpose 
of  expanding  their  knowledge  of  international  trade,  and 
promoting  and  fostering  sound  international  banking  and 
foreign  trade.   Today  BAFT's  voting  membership  of  140  U.S. 
banks  consists  of  banks  in  56  cities  located  in  32  states, 
the  District  of  Columbia  and  Puerto  Rico,  and  includes  almost 
every  U.S.  bank  which  has  a  significant  international  operation. 
The  Association  also  provides  non-voting  membership  to  68 
foreign  banks  with  operations  in  the  United  States. 

We  are  especially  pleased  to  b 
Committee  today  since  the  Associate 

under  consideration  among  the  most  important  in  international 
banking  --  issues  to  which  the  BAFT  has  given  a  great  deal  of 
thought  and  discussion  for  a  long  time. 
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As  far  as  we  know,  the  Association  was  the  first 
organized  group  among  the  banking  profession  which  made 
a  systematic  study  of  this  issue  by  publishing  three  years 
ago  a  comprehensive  report  describing  and  analyzing  the 
activities  of  foreign  banks  in  the  U.S.   Since  that  time 
the  Association  has  devoted  a  significant  part  of  each  of 
the  last  three  Annual  Meetings  to  a  detailed  discussion 
of  this  subject.   At  the  Policy  Committee  meetings,  as  well 
as  the  plenary  sessions  of  these  Annual  Meetings,  the 
membership  has  considered  various  aspects  of  foreign  bank 
activities  in  the  U.S.   Prior  to  the  last  Annual  Meeting, 
the  Association  polled  the  senior  management  of  each  of  the 
140  member  banks  for  their  individual  views  on  this  question. 
As  a  result  the  Association  was  able  to  arrive  at  a 
meaningful  consensus  on  this  subject.   Throughout  this 
period  we  have  continued  to  work  in  this  area  through  a 
standing  committee  presently  chaired  by  Mr.  Jack  R.  Jessen, 
Vice  President,  National  City  Bank  of  Cleveland,  and  have 
consulted  with  the  Federal  Reserve  Board,  the  Treasury 
Department,  and  other  agencies  on  a  continuing  basis.   We 
have  also  had  continuing  discussions  with  our  associate 
members  in  the  foreign  banking  community. 

Basic  to  our  position  is  our  desire  for  a  legal  framework 
based  on  the  concept  of  national  treatment  under  which 
foreign  banks  would  have  the  same  right  to  compete  in  the 
United  States  market  as  domestic  banks  and  would  be  subject 
essentially  to  the  same  laws  and  regulations.   With  the 
exception  of  the  proposals  for  mandatory  Federal  Reserve 
and  FDIC  membership,  the  overwhelming  majority  of  the 
Association's  members  support  the  legislation  proposed  by 
the  Federal  Reserve  Board  and  introduced  by  Senator  Proxmire 
as  S.9S8.   We  are  therefore  pleased  to  have  this  opportunity 
to  appear  before  your  Committee  in  broad  support  of  S.9S8. 

In  recent  years  American  banks  have  come  to  play  an 
increasingly  important  role  in  the  financing  of  world  trade. 
During  the  past  decade  the  American  business  community  has 
derived  a  greater  portion  of  its  profits  from  overseas 
activities  than  ever  before.   This  has  led  to  the  creation 
of  additional  export  related  job  opportunities  here  in  the 
United  States,  both  in  the  form  of  direct  sales  and  services 
to  foreign  buyers  of  U.S.  produced  goods,  as  well  as  in- 
creased inter-company  sales  to  overseas  affiliates  and 
subsidiaries.   An  increasing  proportion  of  the  U.S.  GNP  is 
directly  related  to  international  commerce. 
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The  American  banking  community  has  long  recognized  the 
need  for  satisfying  the  ever  expanding  world-wide  financial 
requirements  of  U.S.  business.   Consequently,  U.S.  banks 
have  followed  their  corporate  customers  abroad  to  provide 
the  same  banking  facilities  world-wide  that  have  been  expected 
of  them  here  in  the  United  States.   In  doing  so  the  American 
banking  community  has  followed  the  example  of  the  more 
established  European  trading  nations  which  created  global 
banking  networks  in  the  late  19th  and  early  20th  centuries. 

The  expansion  of  U.S.  bank  activities  abroad  has  not  only 
been  a  direct  result  of  the  above  mentioned  world  economic 
conditions,  but  is  also  a  consequence  of  the  recognition  by 
the  managements  of  American  banks  of  a  basic  need  on  the  part 
of  the  U.S.  business  community  for  competitive  banking 
facilities  in  the  countries  where  it  was  conducting  profitable 
operations  that  would  ultimately  accrue  to  the  benefit  of 
the  American  public.   The  presence  of  U.S.  banks  overseas 
assured  orderly  access  on  the  part  of  American  corporations 
to  world  capital  markets. 

Conversely, 
join  their  custoi 

Major  direct  investments  by  European  and  Japanese  companies 
in  the  U.S.  market  came  some  years  after  the  rapid  growth  of 
U.S.  corporate  investment  in  Europe  and  Japan  during  the 
1960's.  Similarly,  the  most  rapid  expansion  of  foreign  bank 
activity  in  the  U.S.  has  come  during  the  past  3  years.   During 
this  period  the  number  of  foreign  owned  banking  institutions 
almost  doubled  while  their  total  U.S.  assets  more  than  doubled. 
It  is  hardly  surprising,  therefore,  that  the  American  public, 
the  bank  regulatory  agencies  and  the  Congress  have  taken  a 
new  and  more  vigorous  interest  in  this  phenomena. 

Our  view  is  that  this  interest  is  valid  and  welcome  but 
that  any  Congressional  action  should  give  full  account  to 
the  public  benefits  which  flow  from  the  entry  of  these  foreign 
institutions  into  our  financial  markets. 

Among  the  benefits  to  the  American  economy  are  the  in- 
creased entry  of  foreign  firms  facilitated  by  the  assistance 
which  many  of  these  firms  have  received  from  banks  of  their 
own  nationality.  Many  of  these  firms  have  entered  the  U.S. 
market  in  order  to  manufacture  here,  thereby  increasing  U.S. 
employment  and  often  adding  new  technology  as  well.   The 
foreign  firms  who  have  come  here  often  blaze  trails  for  other 
foreign  firms,  thereby  producing  still  more  employment. 
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Sorte  of  the  foreign  banks  have  also  entered  the  retail 
market,  thus  increasing  the  competitiveness  of  that  aarket 
and  benefiting  the  American  consumer.   For  some  of  the  U.S. 
corporate  customers  who  are  active  in  certain  specialized 
export  markets,  foreign  banks  have  been  able  to  provide 
special  services  based  on  their  specialized  knowledge  of 
local  markets,  particularly  in  less  developed  countries, 
where  they  have  been  longer  established  and  are  consequently 
more  expert  than  U.S.  banks.   All  in  all,  the  entrance  of 
foreign  banks  has  strengthened  and  diversified  our  financial 
markets  and  thus  has  generally  benefited  the  American  economy. 

The  American  banking  community  has  not  asked  for,  nor 
expected,  preferential  treatment  abroad,  but  supports  the 
concept  of  mutual  non -discrimination  among  U.S.  and  foreign 
banks.  To  demand  more  would  be  unrealistic  and  not  in  the 
spirit  of  the  free  enterprise  system;  to  demand  less  would 
be  a  dis-service  to  the  American  business  community  and 
ultimately  the  American  public. 

Nevertheless,  it  is  also  true  that  at  present  there  is 
virtually  no  Federal  regulation  of  foreign  banks,  that  they 
are  subject  almost  exclusively  to  state  laws,  and  that  this 
has  led  to  unevenness  of  treatment,  particularly  with  respect 
to  multi-state  banking,  securities  and  investment  banking 
activity,  reserve  requirements,  deposit  insurance  and  ease 
of  entry  into  U.S.  markets.   A  large  majority  of  the  BAFT 
membership  believes  that  there  is  a  present  need  for  Federal 
legislation  which  will  preserve  for  foreign  banks  the  right 
of  access  to  U.S.  markets  while  simultaneously  ensuring 
equitable  treatment  with  U.S.  banks. 

In  line  with  that  objective  we  favor  the  approach  suggested 
by  S.9S8  whereby  a  foreign  bank  proposing  to  enter  the  U.S. 
market  could  select  a  base  state  of  operation  and  then  have 
a  choice  of  either  a  Federal  or  state  charter.  This  approach 
is  consistent  with  the  basic  principles  of  the  dual  banking 
system.   He  also  favor  the  proposal  that  a  foreign  bank  would 
then  be  permitted  to  expand  within  its  home  state  in  a  manner 
consistent  with  state  and  federal  law,  and  furthermore  would 
be  granted  authority  to  expand  its  activities  into  other 
states  through  the  ownership  of  Edge  Act  Corporations.  With 
respect  to  any  future  liberalisation  of  inter-state  banking, 
foreign  owned  banks  should  be  afforded  the  same  privileges 
and  be  subject  to  the  same  restrictions  as  may  apply  to  domestic 

U.S.  banks  operating  over; 
the  establishment  of  branches  : 
other  separate  legal  entities. 
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operating  abroad  derive  greater  confidence  from  dealing  with 
a  branch  of  a  U.S.  bank  as  opposed  to  a  subsidiary  with  a 
legally  specified  but  limited  capital.   Since  the  branch 
entity  is  the  primary  method  utilized  by  U.S.  banks  operating 
abroad,  it  follows  that  it  would  be  contradictory  for  U.S. 
legislation  to  discourage  the  use  of  this  entity  for  foreign 
banks  operating  in  the  U.S.   We  therefore  also  strongly  support 
the  proposal  In  S.958  that  foreign  banks  be  allowed  to  operate 
in  this  country  either  through  a  branch  or  a  subsidiary. 

Furthermore,  we  favor  the  proposals  in  S.95S  that  foreign 
banks  should  be  permitted  to  accept  deposits  from  the  general 
public,  through  branches  as  well  as  subsidiaries.   To  prohibit 
branches  from  accepting  deposits  would  violate  the  spirit  of 
equal  national  treatment.  Federal  deposit  insurance  should 
be  available  to  foreign-owned  banks,  including  branches, 
especially  those  which  engage  in  retail  banking  activities. 

With  respect  to  underwriting  of  securities,  foreign  banks 
entering  our  markets  should  be  restricted  to  those  areas  open 
to  U.S.  commercial  banks  and  should  be  prohibited  from  holding 
equity  investments  directly  in  commercial  companies,  except 
to  the  extent  permitted  to  U.S.  bank  holding  companies  under 
the  Bank  Holding  Company  Act  of  1970  and  restricted  to  those 
lines  of  business  which  are  described  by  the  Federal  Reserve 
Board  as  "closely  related  to  banking." 

Furthermore,  foreign  banks  operating  in  the  U.S.  should 
be  accorded  the  same  range  of  activities  and  be  subject  to 
the  same  reserve  requirements  on  deposits  or  other  sources 
of  funds,  foreign  or  domestic,  as  domestic  banks. 

A  major  consideration  for  any  legislation  in  this  area 
is  the  treatment  accorded  to  activities  presently  being  carried 
on  by  foreign  banks  in  this  country  which  go  beyond  the 
authorities  presently  permitted  to  American  banks  in  the 
domestic  market.   The  extent  to  which  foreign  banks  should  be 
allowed  to  continue  these  non- conforming  activities  raises 
important  questions  concerning  public  policy  for  the  U.S.  both 
at  home  and  abroad. 

It  is  our  belief  that  these  quest  i> 
not  in  a  narrow  context  but  should  be  si 

element  of  foreign  investment  generally.   The  U.S.  has  for 
many  years  been  the  principal  advocate  of  the  benefits  of  ■ 
foreign  investment  for  both  the  recipient  and  the  investing 
country.  Many  foreign  countries  have  changed  the  rules  for 
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U.S.  investment  in  their  country  after  such  investments  have 
been  in  place,  and  invariably  the  U.S.  has  argued  that 
changing  the  operating  rules  for  foreign  investment  after 
the  fact  has  been  detrimental  to  foreign  and  domestic  commerce, 
and  has  urged  that  such  changes  be  kept  to  a  minimum.   This 
broad  principle  with  respect  to  foreign  investment  is  sound 
and  we  urge  that  we  follow  this  concept  as  well  in  the 
treatment  we  accord  foreign  investments  in  the  U.S. 

It  is  with  this  important  principle  in  mind  that  we 
want  to  stress  especially  our  strong  support  for  the 
proposals  also  reflected  in  S.958  that  non- con forming 
activities  on  the  part  of  foreign  banks  be  permitted  insofar 
as  these  activities  were  in  place  as  of  a  reasonable  date, 
to  be  determined  by  ultimate  legislation.   We  would  urge  that 
you  consider  applying  this  principle,  generally  known  as 
"grandfathering,"  both  to  existing  multi-state  banking 
activities  and  to  bank-owned  security  affiliates.   The 
multi-state  banking  activities  of  foreign  banks  do  not  con- 
stitute a  significant  part  of  the  commercial  banking  market 
in  this  country  and  do  not  represent  a  threat  to  fair 
competition,  a  risk  to  the  soundness  of  the  banking  system, 
or  constitute  undue  concentration  of  economic  power.   With 
respect  to  bank-owned  security  affiliates,  we  understand 
from  the  Federal  Reserve  Board  that  these  activities  do  not 
constitute  a  significant  part  of  the  American  securities 

Before  concluding  my  statement  on  this  part  of  the 
legislation,  we  want  to  reiterate  that  we  cannot  conceive 
of  a  significant  public  interest  that  would  be  served  by 
a  decision  to  deny  grandfathering  to  existing  non -conforming 
banking  activities  by  the  foreign  banks. 

Before  concluding,  1  want  to  amplify  briefly  on  our 
previously  stated  reservations  regarding  the  provision  in 
the  proposed  legislation  with  respect  to  mandatory  Federal 
Reserve  and  FDIC  membership.   The  proposed  required  membership 
in  the  Federal  Reserve  System  for  all  foreign  banks  with 
assets  of  more  than  $500  million  is  not  truly  in  line  with 
the  principle  of  national  treatment,  although  it  is  probably 
true  that  the  domestic  banks  with  whom  the  foreign  banks  are 
most  directly  in  competition  are  generally  Federal  Reserve 
members.   However,  such  membership  for  U.S.  banks  is  optional 
and  not  mandatory. 


!y  Google 


More  importantly,  conpulsory  FDIC  membership  is  not  only 
discriminating  but  also  largely  irrelevant  since  most  foreign 
banks  in  the  U.S.  do  not  accept  deposits  from  the  public. 

It  is  our  contention  that  this  protection  is  important 
only  in  the  context  of  retail  banking  activities,  so  that  any 
legislation  regulating  deposit  insurance  should  be  focused 
on  that  aspect  of  foreign  banking  in  this  country.   Protection 
for  the  general  depositors  and  creditors  of  the  branch  of 
a  foreign  bank  in  the  United  States  in  the  event  that  the 
parent  institution  became  insolvent  or  otherwise  went  into 
liquidation  or  receivership  abroad,  night  more  appropriately 
be  provided  through  regulations  governing  the  proportion  of 
branch  assets  which  must  be  domiciled  within  the  U.S. 
Similar  regulations  are  contained  in  the  statutes  of  several 
states  governing  the  operations  of  foreign-owned  commercial 
banking  organizations  within  their  jurisdiction. 

In  conclusion,  Mr.  Chairman,  I  want  to  reiterate  that  our 
Association  after  careful  deliberation  has  concluded  that  the 
legislation  before  you  represents  a  liberal  and  faTSighted 
approach  to  a  complex  and  very  technical  problem,  and  with  a 
few  changes  such  as  outlined  above,  deserves  the  support  of 
your  Committee. 
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451 

Senator  McInttre.  We  may  very  well  think  up  some  additional 
questions  and  send  them  to  you  for  the  record.  But  please  be  assured 
of  our  appreciation  of  your  attendance  here  at  the  testimony. 

We  will  recess  until  9  ;30  tomorrow  morning. 

[Whereupon,  at  3:22  p.m.,  the  hearing  was  recessed,  to  be  recon- 
vened at  9:30  a.m.,  on  Friday,  January  30,  1976.] 
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FOREIGN  BANK  ACT  OF  1975 


FRIDAY,   JANUARY   30,    1976 

U.S.  Senate, 
Committee  on  Banking,  Housing  and  Urban  Affairs, 

Subcommittee    ox    Financial    Institutions, 

Washington,  D.C. 

The  subcommittee  was  reconvened  at  9:30  a.m.  in  room  5302  of 
the  Dirksen  Senate  Office.  Building;  Senator  Thomas  J.  Mclntyre, 
chairman  of  the  subcommittee,  presiding. 

Present:  Senators  Mclntyre  and  Stevenson. 

Senator  McIntyre.  The  subcommittee  will  come  to  order. 

This  morning  the  subcommittee  is  concluding  3  days  of  hearings 
on  the  matter  of  regulating  foreign  bank  activity  in  the  United 
States. 

Today's  testimony  should  be  some  of  the  most  helpful  inasmuch 
as  we  will  be  hearing  from  representatives  of  the  foreign  banks 
which  are  themselves  the  subject  of  Federal  regulation  being  sought. 

So  I  am  pleased  to  welcome  at  this  time  our  first  witness  this 
morning,  Lord  O'Brien  of  Lothbury. 

Lord  O'Brien,  you  have  had  a  distinguished  career  in  international 
banking,  finance  and  regulation,  so  the  subcommittee  looks  forward 
with  great  interest  in  hearing  your  thoughts  on  this  subject. 

We  appreciate  very  much  your  willingness  to  make  this  effort  to 
come  all  the  way  from  London  to  share  your  views  with  us. 

I  trust  you  will  introduce  your  associates  with  you  at  the  witness 
table. 

STATEMENT  OF  LORD  O'BRIEN  OF  LOTHBURY,  QBE,  PC  EUROPEAN 
BANKING  FEDERATION ;  ACCOMPANIED  BY  PAUL  FABRE,  FRENCH 
BANKERS'  ASSOCIATION;  AND  ROLAND  BIDDINGS,  SECRETARY 
GENERAL,  BRITISH  BANKERS'  ASSOCIATION 

Lord  O'Brien.  Thank  you  very  much. 

If  I  may  first  of  all  introduce  my  associates,  Monsieur  Paul  Fabre 
of  the  French  Bankers'  Association,  and  Mr.  Roland  Giddings, 
secretary  general  of  the  British  Bankers'  Association. 

Senator  McIntyre.  Welcome,  gentlemen. 

Lord  O'Brien.  I  am  president  of  the  British  Bankers'  Association, 
a  member  of  the  Banking  Federation  of  the  European  Economic 
Community. 
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This  morning  I  am  their  authorized  spokesman  before  you.  You 
all  know  perfectly  well  that  the  European  Banking  Federation 
represents  the  banks  in  Belgium,  France,  Germany,  Holland,  Den- 
mark, Italy,  Luxembourg,  Great  Britain,  and  Ireland. 

Those  are  the  only  banks  which  I  represent. 

You  also  know  that  I  am  a  lifelong  central  banker.  I  spent  over 
46  years  in  the  Bank  of  England  and  was  governor  for  7  years 
between  1966  and  1973.  I  think  I  can  therefore  claim  to  be  a  pretty 
experienced  regulator  of  banks,  and  I  therefore  have  sympathy  with 
those  who  are  concerned  with  the  problems  of  regulation. 

On  the  other  hand,  I  am  here  this  morning  as  a  representative  of 
commercial  banks,  and  I  am  indeed  their  wholehearted  advocate. 

I  have  supplied  a  preliminary  statement  to  the  committee  which 
with  your  permission  I  do  not  propose  now  to  read  in  full.  But  if  you 
will  allow  me,  I  would  like  to  summarize  the  main  points. 

Before  I  do  that,  may  I  say  how  much  I  appreciate  the  privilege 
of  being  allowed  to  come  and  testify  before  this  committee.  It  is 
a  great  nonor,  and  I  hope  what  I  have  to  say  will  be  of  some  help 
to  you. 

There  has,  as  everyone  knows,  been  a  remarkable  development  in 
economic  activity  throughout  the  free  world  since  the  end  of  the 
Second  World  War. 

And  this  great  expansion  which  has  been  of  benefit  to  all  nations 
has  been  largely  due  to  the  enlightened  policies  followed  by  the 
U.S.A.  who  have  always  been  insistent  upon  the  maximum  freedom 
in  both  trade  and  payments  throughout  the  world. 

This  has  benefited  us  all  greatly. 

This  expansion  of  economic  activity  has,  of  course,  required 
hanking  services  to  march  in  step  with  it.  This  has  led  to  the  great 
international  expansion  of  banking. 

Here  again,  the  U.S.A.  has  been  in  the  van.  American  banks  have 
expanded  internationally  a  very  great  deal,  I  think  it  is  fair  to  say 
more  than  the  banks  of  any  other  nation,  although  all  national 
banking  systems  of  any  consequence  have  participated  in  this  inter- 
nationalization of  banking. 

How  valuable  that  was  I  think  was  shown  when  we  were  faced 
not  so  very  long  ago  with  the  enormous  increases  in  the  price  of 
oil,  then  the  financing  problems  for  the  consumer  countries .  were 
enormously  increased,  and  where  I  think  one  can  claim  that  the 
international  banking  system  rose,  to  the  challenge  in  a  way  which 
made  it  possible  to  meet  those  difficulties,  indeed  to  overcome  them. 

They  weren't  entirely  overcome  by  the  banking  system,  but  it 
played  a  very  great  part. 

Therefore,  I  think  in  considering  problems  associated  with  the 
regulation  of  banks,  what  they  may  be  allowed  to  do  and  where 
they  may  be  allowed  to  do  it,  their  value  to  the  community,  their 
increasing  value,  indeed  the  essential  role  which  they  play  should 
not  be  forgotten. 

Now,  as  to  the  very  broad  subject  which  your  committee  is  con- 
sidering which  concerns,  of  course,  financial  institutions  far  outside 
the  bank's  system  as  such,  that  is  something  on  which  it  is  not  for 
me  to  comment. 
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I  am  concerned  only  with  what  effect  any  new  regulations  which 
yon  may  introduce  will  have  on  foreign  banks  operating  in  the 
United  States  of  America. 

I  think  it  is  fair  to  say  that  the  foreign  banks  who  realize  that 
in  some  respects  they  have  been  allowed  to  do  things  which  are  not 
ordinaily  allowed  to  domestic  banks  are  content  with  the  present 
position  and  hope  that  it  won't  be  changed. 

On  the  other  hand,  we  all  recognize  that  national  authorities  have 
an  unquestioned  right  to  regulate  their  own  banking  system  in  any 
way  which  they  see  fit. 

Since  all  banking  systems  differ  somewhat  one  from  the  other,  it 
is  natural  that  authorities  should  wish  to  regulate  in  a  way  which 
suits  their  system. 

If  you  decide  that  your  system  requires  new  regulations,  it  would 
certainly  be  the  hope  of  those  I  represent  that  any  new  regulations 
would  be  applied  in  a  nondiscriminatory  manner. 

That  is  to  say  that  foreign  banks  operating  here  will  do  so  under 
the  same  terms  as  domestic  banks.  This  is  the  objective  in  most 
countries.  I  think  we  can  claim  in  Europe  that  it  is  largely  achieved. 

Mr.  Gardner,  in  his  testimony  the  other  day,  had  an  appendix  in 
which  an  examination  was  made  of  such  discrimination  as  there 
was  among  a  number  of  countries  including  my  own. 

And  I  think  the  general  conclusion  was  it  was  very  little. 

Perhaps  at  a  later  stage,  I  could  comment  on  one  or  two  examples 
of  discrimination  as  they  saw  it  in  the  United  Kingdom,  which  1 
would  question.  But  never  mind  that  now. 

I  come  back  to  the  fact  that  we  hope  and  strongly  believe  that 
anything  new  which  you  may  introduce  should  be  on  a  nondis- 
criminatory basis. 

I  am  aware,  however,  that  even  if  it  is  on  a  nondiscriminatory  basis 
there  will  be  nexus  from  the  past.  New  regulations  might  now  allow 
things  which  foreign  banks  have  been  doing  in  the  United  States  of 
America  up  to  date,  for  example,  interstate  branching  which  some 
do  now,  or  the  combination  of  deposit  and  securities  business  which 
some  others  do. 

That  those  activities  should  be  more  restricted  in  the  future,  if 
you  so  wish,  is  obviously  your  perfect  right  to  legislate  for. 

We  do  hope,  however,  that  insofar  as  those  activities  have  been 
developed  in  the  past,  they  shall  not  be  brought  to  a  halt. 

Many  of  the  banks  which  work  in  the  United  States,  foreign 
banks,  have  been  here  a  very  long  time,  as  indeed  have  many  American 
banks  been  in  our  countries  a  long  time.  Activities  in  which  they  are 
now  engaged  were  entered  into  in  good  faith,  not  in  any  underhanded 
way,  and  a  great  deal  of  resources,  of  money,  manpower,  expertise, 
have  been  invested  in  them.  And  to  terminate  them  possibly  after 
a  brief  period  would  seem  to  us  to  be  neither  necessary  nor  very 
generous  to  those  who  have  spent  many  years  contributing  to  the 
banking  diversity  of  the  United  States  of  America. 

So  that  we  hope  that  the  permanent  grandfathering  with  respect 
to  those  activities,  which  indeed,  I  believe,  is  proposed  in  the  Federal 
Reserve  bill,  is  something  which  you  will  be  able  to  accept. 
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I  believe  there  are  precedents  for  such  grandfathering  for  domestic 
banks  with  respect  to  other  matters,  and  I  hope  those  precedents  may 
be  of  some  guide  to  yon. 

In  general,  the  Federal  Reserve  bill  is  one  which,  if  it  were  to 
become  legislation,  would  make  the  position  of  foreign  banks  in  the 
United  States  of  America  not  too  uncomfortable. 

We  would  feel  that  that  was  in  general  a  fair  method  of  dealing 
with  the  problem,  if  there  is  a  problem. 

There  are  one  or  two  aspects  of  that  bill  which  we  would  like  to 
see  amended.  For  example,  the  compulsory  membership  of  the  Fed- 
eral Reserve  System  for  foreign  banks  when  it  is  not  compulsory  for 
domestic  banks;  the  compulsory  membership  of  the  FDIC  which 
seems  to  us  to  be  somewhat  irrelevant  to  our  problem. 

Those  are  really  the  main  points  that  I  have  in  mind  to  make  on 
behalf  of  my  colleagues:  nondiscrimination  and  permanent  grand- 
fathering. There  are  a  number  of  subsidiary  points  which  I  mention 
in  the  paper.  I  think  I  needn't  talk  any  longer  now,  Chairman,  and 
will  be  very  happy  to  try  to  answer  any  questions  you  may  care  to 
ask. 

Senator  McIxtyre.  Lord  O'Brien,  as  a  former  governor  of  the 
Bank  of  England  you  are  perhaps  most  qualified  to  enlighten  this 
subcommittee  on  the  concerns  expressed  by  some  that  enactment  of 
this  bill,  that  the  Fed  bill,  would  invite  retaliation  by  the  banks  of 
those  countries  whose  banks  do  business  in  the  United  States. 

How  do  you  view  these  allegations  of  possible  retaliation? 

Lord  O'Brien.  You  postulate  that,  Chairman,  on  the  basis  that 
the  Federal  Reserve  bill  will  be  enacted.  As  I  have  said,  in  general 
the  Federal  Reserve  bill  seems  to  us  to  be  fair,  nondiscriminatory, 
and  provide  for  permanent  grandfathering  which  we  wish  to  have. 

Certainly,  if  legislation  were  enacted  in  that  form,  I  can  see  no 
prospect  of  retaliation  by  our  domestic  authorities. 

Senator  McInttre.  Would  your  answer  be  different  if  we  assumed 
there  was  no  grandfathering? 

Lord  O'Brien.  It  wouldn't  be  much  different.  In  its  broad  basis, 
that  bill  is  nondiscriminatory.  That  is  the  most  important  thing. 
Discrimination  would  certainly  lead  to  dismay,  indeed,  anger. 
Whether  it  would  lead  to  retaliation  would  depend  upon  the  circum- 
stances in  each  of  the  countries  which  were  affected. 

So  that,  although  we  would  very  much  regret  the  absence  of 
permanent  grandfathering,  I  would  not  say  that  it  would  lead  to 
specific  retaliation.  It  would,  however,  spoil  the  climate  of  opinion 
and  do  somehting  to  close  up  attitudes  toward  American  banks 
abroad  which  would  be  prejudicial  to  the  internationalization  of  the 
banking  system,  which  as  I  say,  we  think  has  been  beneficial  to  the 
system  as  a  whole. 

Senator  McInttre.  Would  you  agree  that  the  Federal  Reserve  does 
have  a  legitimate  concern  over  the  impact  of  foreign  banking  oper- 
ations in  this  country  on  the  conduct  of  domestic  monetary  policy? 

Lord  O'Brien.  Certainly. 

Senator  McInttre.  If  so,  what  would  be  the  attitude  of  foreign 
banks  in  the  United  States  to  increasing  the  authority  of  the  Federal 
Reserve  over  the  reserves  of  foreign  banks  in  this  country  short  of 
mandatory  Fed  membership? 
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Lord  O'Brien.  I  think  that  that  would  not  be  unreasonable.  In  the 
United  Kingdom  in  the  last  5  or  6  years,  we  have  rejigged  our 
monetary  control  system  in  relation  to  the  banks  and  have  brought 
a  lot  of  banks  specifically  into  it  which  weren't  specifically  in  it 
before,  including  the  American  banks. 

Secretary  McIntybe.  On  Wednesday  of  this  week  Deputy  Secretary 
Gardner  testified  as  to  the  matter  of  discrimination,  or  lack  of  dis- 
crimination encountered  by  U.S.  banks  in  foreign  countries.  He 
summarized  the  situation  as  follows,  and  I  quote : 

Basically,  host  governments  seem  to  follow  policies  of  nondiscrimination  or 
national  treatment  toward  U.S.  and  other  foreign  banks.  This  nondiscrimina- 
tion is  found  both  in  laws  and  regulations  and  in  administrative  practices. 
The  most  noteworthy  departures  from  national  treatment  reported  by  em- 
bassies are,  one,  the  inability  of  U.S.  banks  in  the  U.K.  to  use  the  rediscount 
facility  of  the  Bank  of  England  or  to  have  sterling  paper  qualify  as  an  asset 
under  the  Bank  of  England  reserve  requirements,  and  second,  restrictions  on 
the  importation  of  foreign  management  and  staff  by  several  countries,  pri- 
marily, Italy,  France  and  Switzerland. 

While  none  of  these  countries  has  prevented  foreign  banks  from  entering 
into  competition  with  Indigenous  banks  and  retail  banking,  there  does  seem 
to  be  a  tendency  for  host  governments  and  the  indigenous  banking  communi- 
ties to  consider  that  foreign  banks  should  limit  themselves  to  international 
and  wholesale  banking  activities. 

Would  you  comment?  And  please  tell  us  where,  in  your  opinion, 
U.S.  banks  are  subject  to  discriminatory  treatment  to  a  greater  or 
lesser  degree  in  the  various  countries  of  Western  Europe? 

Lord  O'Brien.  May  I  start,  Chairman,  with  a  specific  reference 
to  discii minatory  practices  in  the  United  Kingdom.  I  did  mention 
that  in  my  preliminary  remarks.  Thank  you  for  the  opportunity  of 
commenting  on  it. 

The  remark  made  here  about  the  inability  of  U.S.  banks  in  the 
United  Kingdom  to  use  the  rediscount  facilities  of  the  Bank  of 
England  arises  from  an  incomplete  understanding  of  our  banking 
system.  The  rediscount  facility  of  the  Bank  of  England  is  open 
only   to   discount   houses.    They    are    special    financial    institutions 

f>eculiar  to  the  London  market  which  have  the  task  of  assuring  the 
iquidity  of  the  short-term  money  market.  It  is  only  they  who  can 
rediscount  paper  at  the  Bank  of  England.  No  bank  can,  no  bank  can 
rediscount. 

So  this  is  not  a  discrimination  against  American  banks  or  any 
other  bank  in  the  United  Kingdom. 

Second,  on  the  question  of  sterling  paper,  in  order  to  insure  the 
undoubted  liquidity  of  the  short-term  money  market,  the  only  paper 
which  the  Bank  of  England  will  take  by  way  of  rediscount  is  govern- 
ment paper,  Treasury  Dills,  short-term  bonds,  or  commercial  bills  of 
required  maturity,  but  with  two  British  names.  They  have  got  to 
be  the  names  of  people  who  can  be  pursued  in  the  United  Kingdom. 

So  that  if  paper  doesn't  bear  two  British  names,  it  can't  be  ac- 
cepted. That  would  be  so  whether  it  was  put  up  by  an  American 
bank  or  by  other  banks.  So  I  think  I  can  claim  that  these  accusations 
of  discrimination  are  illusory  insofar  as  the  United  Kingdom  is 
concerned. 

Now,  going  on  about  the  rest  of  this  paragraph,  I  am,  of  course, 
much  less  fully  informed  about  the  detailed  practices  in  the  other 
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European  countries  than  I  am  about  my  own  country.  But  the  im- 
portation of  foreign  management  and  staff,  some  countries  are  mora 
sensitive  about  that  others,  and  I  think  it  is  a  desire  to  see  that  the 
banking  system,  whether  foreign-owned  or  not,  is  very  substantially 
staffed  by  their  own  people  and  that  an  excessive  number  of  foreign 
staff  doesn't  lead  to  difficulties  in  relations  between  banks. 

However,  I  don't  know  anyone  who  would  claim  that  that  is  a 
serious  discrimination. 

As  to  the  last  point  about  whether  foreign  banks  should  limit  them- 
selves to  international  and  wholesale  banking  activities,  yes,  in  the 
main,  certainly  in  the  past,  that  has  been  the  wish,  the  feeling  being 
that  if  foreign  banks  were  to  undertake  too  much  domestic  business 
of  a  retail  character,  then  their  relations  with  the  domestic  bank 
would  be  harmed  and  the  whole  system  would  become  rather  un- 
comfortable. 

I  may  say  that  in  recent  years,  certainly  in  the  United  Kingdom, 
the  American  and  other  banks  have  come  more  into  the  domestic 
system  than  they  did  in  the  past.  I  think  I  say  in  my  paper  that  in 
fact,  the  American  banks  have  something  like  10  percent  of  all  the 
United  Kingdom  domestic  deposits,  which  is  quite  a  large  figure  and 
certainly  very  much  larger  than  the  comparable  figure  for  European 
banks  in  the  United  States  of  America.  At  least  10  times  more,  if 
not  more. 

Senator  McIntyre.  "Would  your  associates  like  to  comment  on  any 
of  your  answers,  to  add  to  or  modify  or  oppose? 

Lord  O'Brien.  Mr.  Pabre  might  like  to  comment  on  this  para- 
graph in  relation  to  Prance. 

Mr.  Fabre.  I  believe  that  as  O'Brien  said  for  England,  the  com- 
ments about  the  limitations  on  American  people  working  in  French 
banks  are  not  quite  correct.  We  do  have  some  law  in  France  which 
seems  to  support  Mr.  Gardner's  evidence  but  in  practice  this  is 
never  used  for  well-known  banks  seeking  to  establish  themselves  in 
France.  American  banks  in  France  are  able  to  have  American 
management  and  I  can  say,  since  I  know  the  American  banks  in 
Paris  very  well,  that  I  have  never  heard  of  any  difficulties  for  them 
in  bringing  in  American  management. 

Thank  you,  Mr.  Chairman. 

Senator  McIxtyre.  Well,  good. 

Getting  back  to  you  Lord  O'Brien,  it  appears  many  large  U.S. 
banks  are  generating  more  and  more  of  their  revenues  from  foreign 
banking  operations.  Is  the  same  true  of  foreign  banks  operating  in 
the  United  States  and  what  general  comparison  may  be  drawn? 

Lord  O'Brien.  I  think  that  the  proportion  of  their  revenues  drawn 
from  abroad,  by  the  major  American  banks  who  operate  abroad,  is 
very  much  higher  than  the  proportion  of  revenues  obtained  from 
abroad  by  European  banks  who  operate  abroad  and  particularly  in 
the  United  States  of  America. 

The  American  banks  are  very  big,  indeed,  in  the  international 
market,  and  I  expect  American  banks'  witnesses  have  told  you  how 
large  a  proportion  of  their  revenues  do  come  from  overseas  activities. 
In  the  case  of  European  banks  operating  in  America,  the  proportion 
I'm  sure  is  very  much  smaller. 
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Senator  McIntyre.  In  your  opinion,  have  foreign  banks  seeking 
to  do  business  in  the  United  States  encountered  any  particular 
problems  as  a  result  of  being  chartered  and  regulated  by  State  regula- 
tory authorities  and  how  would  you  characterize  the  attitude  of 
foreign  banks  in  dealing  with  the  various  States  in  which  they  do 


Lord  O'Brien.  Under  your  dual  banking  system  the  situation  is 
pretty  unique,  with  the  States  having  authority  over  banks  within 
their  boundaries  and  with  the  Federal  authority  having  a  measure 
of  general  control  also.  In  most  countries  you  have  to  deal  with  one 
banking  authority,  not  two.  I  am  sure  most  banks  would  rather 
deal  with  one  authority  rather  than  two.  But  I  am  sure  they  ac- 
commodate themselves  to  the  American  situation  and  it  certainly 
doesn't  seem  to  deter  them  from  wanting  to  eome  and  do  banking 
here. 

Senator  McIntyre.  On  page  9  of  your  statement  you  welcome  the 
possibility  of  Federal  chartering  option.  What  advantage  do  you 
see  to  a  Federal  licensing  or  chartering  option? 

Lord  O'Brien.  I  am  sorry,  Chairman,  there  was  one  expression 
I  didn't  quite  understand,  an  option  did  you  say,  a  chartering  option? 

Senator  McIntyre.  You  seem  to  welcome  the  possibility  under 
this  bill  we  are  discussing  here  today  of  Federal  chartering  option, 

Lord  O'Brien.  Yes. 

Senator  McIntyre.  Now,  what  advantages  do  you  see  to  Federal 
licensing  or  chartering  option?  Do  you  see  any  advantages  there? 

Lord  O'Brien.  Well,  again,  that  would  be  peculiar  to  the  United 
States  of  America  because  you  have  got  the  two  authorities.  If  the 
Federal  Reserve  system  were  to  take  over  the  authority  from  the 
States  to  license  banks  and  to  regulate  them  entirely,  then  you  would 
have  a  system  which  was  more  similar  to  that  which  operates  in 
European  countries  and  in  countries  such  as  my  own. 

For  the  moment  in  the  United  Kingdom  we  don't  have  a  licensing 
system  at  all,  but  we  are  about  to  introduce  one.  This  is  because  we 
are  engaged  with  our  other  European  colleagues  in  trying  to  achieve 
a  degree  of  harmonization  of  banking  law  and  practice  in  the  nine 
European  countries,  and  the  licensing  of  banks  is  a  foundation  of 
that  new  system  of  regulation. 

Senator  McIntyre.  The  question  really  is  trying  to  drive  at  the 
fact  thnt  some  foreign  banks  would  really  welcome  an  opportunity 
to  be  chartered  at  the  Federal  level,  and  in  that  way  to  have,  say,  one 
authority  that  would  be  applicable  to  all  across  the  board. 

There  seems  to  be  a  thought  that  this  would  be  a  good  thing  as 
opposed  to  the  present  seven  or  eight  states  where  the  chartering 
provisions  may  very  well  differ. 

Lord  O'Brien.  Yes.  I  suppose  it  is  fair  to  say  that  the  fact  that 
you  do  have  two  separate  types  of  regulating  authority  in  this 
country  has  helped  foreign  banks  to  do  business  which  under  one 
authority  they  might  not  be  allowed  to  do. 

So  to  that  extent,  perhaps  the  fact  that  there  are  two  types  of 
authority  is  not  unwelcome  to  them.  But  certainly,  if  there  were  only 
one  authority  at  the  center  doing  the  regulating,  they  would  find 
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themselves  in  a  situation  similar  to  that  in  their  own  country  and 
they  could  hardly  complain  about  that. 

Senator  McIntybe.  If  the  parallel  were  to  be.  drawn  to  domestic 
banks,  the  Federal  chartering  option  would  carry  with  it  mandatory 
Federal  Reserve  membership.  Would  this  seem  fair  to  you? 

Lord  O'Brien.  If  it  applied  to  all  banks. 

Senator  McIntybe.  All  national  banks. 

Lord  O'Bkien.  Yes. 

Senator  McIktyse.  Senator  Stevenson. 

Senator  Stevenson.  Thank  you,  Mr.  Chairman. 

Gentlemen,  we  are  all  grateful  to  you  for  your  assistance  to  us 
in  these  hearings,  and  I  regret  that  I  wasnt  here  earlier,  Lord 
O'Brien,  to  hear  your  statement.  I  will  read  it  at  the  first  chance. 

I  only  have  a  couple  of  questions.  If  the  only  alternative  to  the 
legislation  recommended  by  the  Federal  Reserve  Board  were  no 
legislation  at  all,  wouldn't  you  prefer  that  J 

Lord  O'Brien.  1  think  we  would  be  content  to  go  along  with 
things  as  they  are,  yes. 

Senator  Stevenson.  So  the  support  assumes  that  if  the  Congress 
doesn't  take  this  action  it  may  take  other  action  that  is  even  more 
restrictive,  is  that  a  fair  statement  I 

Lord  O'Brien,  That  is  of  course  what  we  fear,  the  case  for  no 
action  from  our  point  of  view  is  that  when  the  wheels  start  turning, 
one  doesn't  quite  know  where  they  are  going  to  stop. 

Senator  Stevenson.  Well,  if  tne  wheels  start  turning  now,  which 
they  are,  we  are  still  left  with  that  possibility. 

Lord  O'Brien.  Yes. 

Senator  Stevenson.  Starting  with  the  Federal  Reserve  proposal, 
this  process  could  end  up  with  something  else. 

Lord  O'Brien.  Certainly  if  Congress,  in  its  wisdom,  decided  that 
there  must  be  legislation  in  this  area,  we  would  be  very  unhappy  if 
they  finished  off  with  legislation  more  restrictive  than  the  Federal 
Reserve  bill. 

Senator  Stevenson.  Well,  I  share  some  of  your  concerns.  In  my 
own  mind  it  is  largely  a  tactical  question,  and  perhaps  the  atmosphere 
is  more  propitious  now  than  it  will  be  in  the  future,  because  like 
you,  I  would  not  like  to  see  the  Congress  enact  legislation  which 
was  regarded  as  unfriendly  or  discriminatory  abroad,  and  conse- 
quently incite  retaliation  or  what  you  refer  to  as  a  poisoned  climate. 

I  don't  believe  you  have  discussed  at  much  length,  the  FD1C 
requirement  in  the  so-called  Mitchell  proposal.  If  that  requirement 
made  a  distinction  between  institutions  engaged  iu  wholesale  oper- 
ations on  the  one  hand,  and  retail  operations  on  the  other  and  drew 
the  line  there,  with  mandatory  FDIC  insurance  required  only  for 
those  institutions  engaged  in  substantial  retail  operations,  would 
you  have  an  objection? 

Lord  O'Brien.  That  would  be  obviously  much  less  repugnant, 
because  those  engaged  in  wholesale  operations  do  business  on  a  large 
scale  and  would  virtually  get  no  protection,  because  if  it  is  $40,000 
per  depositor,  that  wouldn't  concern  them. 

Nevertheless,  they  would  be  paying  the  insurance  presumably  on 
the  total  of  their  deposits,  which  would  be  large  deposits. 


!y  Google 


461 

So  in  that  case,  it  would  be  money  for  nothing.  If  it  were  restricted 
simply  to  those  banks  who  engage  in  retail  business  on  all  fours 
with  their  domestic  competitors,  I  think  one  would  have  less  cause 
for  complaint,  provided  that  there  wasn't  compulsion  which  ex- 
ceeded the  compulsion  on  the  domestic  competitors. 

Senator  Stevenson.  Mr.  Chairman,  I  don't  have  any  more  ques- 
tions. 

Senator  McIntyre.  Lord  O'Brien,  for  some  reason  the  banks  of 
the  United  Kingdom  and  Japan  seem  more  interested  in  establishing 
retail  banking  operations  in  the  United  States  than  the  banks  of 
other  countries. 

Can  you  tell  me  why  this  is  so? 

Lord  O'Brien.  I  can't  with  respect  to  Japan,  Mr.  Chairman. 

Senator  McIntyre.  Well,  with  respect  to  the  United  Kingdom? 

Lord  O'Brien.  The  United  Kingdom,  yes,  of  course,  the  largest 
British  banks  are  retail  banks.  The  five  clearing  banks,  which  are 
our  large  deposit  banks  in  the  United  Kingdom  are  retail  banks,  and 
it  is,  therefore,  natural  for  them  to  expand  in  the  retail  business,  as 
indeed  they  have  done  in  California  and  elsewhere.  This  is  the  kind 
of  banking  they  know. 

Senator  McIntyre.  In  your  statement  you  dismiss  mandatory 
FDIC  insurance  as  being  irrelevant  to  many  of  the  operations  of 
the  foreign  banks. 

Much  of  the  foreign  banking  interest  in  the  United  States  has  been 
more  wholesale  than  retail.  But,  how  would  you  view  the  growth 
of  such  activity  in  the  future? 

Will  it  stay  more  wholesale  oriented,  or  will  it  be  more  and  move 
inclined  to  retail  business,  in  your  opinion. 

Lord  O'Brien.  I  would  suppose  that  where  foreign  banks  in  the 
United  States  are  in  the  wholesale  business,  they  will  tend  to  remain 
in  the  wholesale  business,  and  hopefully  to  expand  in  that  area. 

Where  they  are  in  the  retail  business,  as  you  say,  some  British 
banks  are,  presumably  their  aim  would  be  to  expand  in  the  retail 


Senator  McInttre.  Can  you  please  tell  us  what  factors  are  rele- 
vant to  a  foreign  bank's  decision  as  to  whether  or  not  to  seek  the 
establishment  of  an  agency,  a  branch,  or  a  subsidiary  ? 

What  are  the  relative  advantages  and  disadvantages  of  each? 

Lord  O'Brien.  Well,  I  imagine  that  the  decision  in  the  first  instance 
depends  upon  the  degree  to  which  they  are  prepared  to  commit 
themselves  in  the  area  where  they  are  going.  It  might  be  wise  to 
start  off  with  an  agency  or  representative  office  to  feel  the  climate  of 
the  place  and  assess  more  accurately  the  prospects  of  being  able  to 
expand. 

Then,  after  that,  the  choice  between  a  branch  and  a  subsidiary, 
well,  again  I  think  it  depends  upon  what  opportunities  there  are 
for  expansion.  In  some  cases  those  opportunities  could  be  better 
realized  by  acquiring  a  subsidiary  or  setting  up  a  subsidiary.  In 
other  cases,  better  by  having  a  branch,  as  indeed  American  banks 
find  in  the  United  Kingdom  as  well. 

Senator  McIntyre.  Are  the  advantages  and  disadvantages  just  a 
matter  of  size  of  the  operation? 

Lord  O'Brien.  As  between  agency  and  the  other  two,  yes. 
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As  I  say,  when  you  are  making  up  your  mind  how  big  a  commit- 
ment you  are  going  to  make,  the  first  thing  to  do  is  just  to  put  a 
toe  in  the  water,  which  you  do  through  an  agency  or  representative 
office. 

But,  as  between  a  subsidiary  or  a  branch,  either  could  expand 
as  much  as  the  other.  It  is  just  a  question  of  which  is  more  suitable 
for  the  particular  area  in  which  one  wishes  to  do  business. 

Senator  McIntyre.  You,  in  your  statement,  strongly  support  the 
grandfathering  provisions  contained  in  this  bill. 

On  the  other  hand,  on  page  4  of  your  statement  you  state  that 
the  appropriate  time  to  consider  the  issue  of  foreign  banking  would 
be  when  a  verdict  is  reached  on  the  most  important  aspects  of  the 
broad  subject. 

By  this  I  assume  you  mean  financial  regulatory  restructuring, 
Glass-Steagall,  and  branching. 

Assuming  we  were  to  follow  your  advice,  and  assuming  that 
Congress  decides  to  retain  the  present  restrictions  regarding  securi- 
ties operations  of  U.S.  banks,  why  should  we  grandfather  the  security 
affiliates  of  foreign  banks,  particularly  in  light  of  your  own  admis- 
sion on  page  10,  that  the  amount  of  securities  business  done  by  ECC 
banks  in  the  U.S.  markets  is  comparatively  small  ? 

If  they  are  indeed  that  small,  where  is  the  great  hardship  in 
providing  for  divestiture? 

Lord  O'Brien.  Chairman,  they  are  small  in  relation  to  the  total 
of  business  in  the  United  States  of  America.  That  doesn't  mean  to 
say  they  are  small  in  relation  to  the  bank  that  undertakes  it.  I 
would  claim  that  for  each  of  those  banks,  the  business  which  they 
are  now  allowed  to  do  in  the  securities  field  is  important  to  that  bank. 

When  stating  that  it  is  small  in  relation  to  total  activity  of  that 
kind  in  the  United  Statee  of  America,  I  am  trying  to  make  the  point 
that  if  you  allow  it  to  continue,  you  are  not  prejudicing  the  position 
of  the  domestic  banking  system  to  any  degree. 

If  I  could  go  on,  Chairman,  about  this  question  of  grandfather, 
which  I  know  is  the  subject  about  which  many  people  say  that  they 
are  fearful  of  the  consequences  of  allowing  unending  grandfathering 
for  the  banks  who  are  now  doing  types  of  business  which  would  be 
restricted,  under  any  new  regulations,  I  do  make  the  point  in  the 
memorandum  that  it  is  very  small  in  relation  to  the  total  of  banking. 

I  don't  believe  it  could  ever  become  so  large  as  to  be  an  embar- 
rassment. 

Second,  as  I  say,  in  many  cases  it  has  been  going  on  for  a  very 
long  time,  and  first-class  people  in  good  faith  have  committed  both 
their  money,  their  expertise  and  their  men  to  developing  the  business. 
It  seems  pretty  unfriendly  to  decide  after  many  years,  perhaps,  that 
they  can  no  longer  do  it. 

I  was  asked  to  consider  whether  there  was  anything  which  would 
make  permanent  grandfathering  more  palatable  to  those  here  who 
have  to  consider  the  regulation  of  foreign  banking,  and  it  seemed 
to  me  that  there  was  a  provision  which  might  help  in  relation  to 
grandfathering  under  the  Bank  Holding  Company  Act  of  1956, 
which  is  extended  to  domestic  banks  in  respect  of  their  activities. 

There  is  a  provision  which  gives  the  Federal  Reserve  Board  the 
right  to  require  banks  to  divest  themselves  of  an  activity  which 
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the  Federal  Reserve  Board  decides  is  against  the  public  interest. 
I  gather  that  this  power  has,  in  fact,  been  exercised  several  times. 

Now  to  me,  as  an  old  Bank  of  England  man,  that  would  be  the 
way  I  would  check  any  undesirable  consequences  of  permanent 
grandfathering.  I  would  get  the  central  institution  to  say  to  the 
house  in  question,  you  have  gone  too  far,  you  must  stop. 

And  with  that  sanction  available,  T  would  have  thought  one  could 
accept  permanent  grandfathering  with  greater  equanimity. 

Senator  McInttre.  In  a  letter  submitted  for  the  record,  the 
Comptroller  of  the  Currency  states  the  following,  and  I  quote: 

My  impression  Is  that  foreign  banks,  like  our  own,  are  taking  a  hard  look 
at  balance  sheet  considerations  and,  therefore,  considerable  expansion  by 
foreign  banks  in  the  U.S.  Is  unlikely  in  the  year  ahead. 

These  balance  sheet  considerations  will  operate  as  a  natural  governor  to 
major  foreign  bank  expansion  in  the  U.S.  in  this  year  of  1976. 

Do  you  agree? 

Lord  O'Brien.  I  do. 

Senator  McIktthe.  The  gentleman  from  France,  do  you  agree? 

Mr.  Fabre.  Excuse  me,  Mr.  Chairman,  I  did  not  understand  the 
question,  so  my  friend  translates. 

[Pause.] 

Could  you  summarize  the  question  very  shortly? 

Senator  McInttre.  We  are  concerned,  somewhat,  with  the  rapid 
growth  of  foreign  banking  in  the  United  States. 

The  Comptroller  says  that  foreign  banks,  the  same  as  U.S.  banks, 
are  taking  a  hard  look  at  their  balance  sheets,  their  profit  and  loss, 
and,  therefore  he  predicts  that  1976  will  be  a  year  when  foreign 
banking  will  level  off,  will  not  continue  to  grow  in  the  United 
States,  but  will  level  off  this  year  in  1976. 

Do  you  agree? 

Mr.  Fabre.  Yes. 

Senator  McInttre.  Good  enough. 

Now,  Mr.  Weber  here,  distinguished  counsel  we  have,  wants  to 
ask  you  a  question,  Lord  O'Brien,  so  I  am  going  to  turn  the  micro- 
phone over  to  him. 

Mr.  Weber.  Lord  O'Brien,  I  apologize.  I  am  not  sure  I  can 
properly  state  the  question,  but  I  hope  I  will  come  close  enough 
that  you  will  understand. 

In  previous  conversations  with  some  of  your  former  colleagues  at 
the  Bank  of  England,  I  have  been  informed  that  there  is  underway 
at  the  present  time,  a  reassessment  by  Central  Bank  Governors, 
perhaps  by  members  of  the  Finance  Ministries  or  others,  I  am  not 
sure,  of  the  rules  governing  foreign  bank  activities  among  the 
various  member  states  of  the  EEC. 

At  one  time  I  was  led  to  believe  this  might  even  give  rise  to  an 
amendment  to  the  Treaty  of  Borne,  I  don't  know. 

Have  you  been  privy  to  these  discussions? 

What  can  you  tell  us  about  what  is  going  on  in  Europe  concerning 
the  rules  by  which  foreign  banking  would  be  governed  within  the 
rules  of  the  EEC? 

Lord  O'Brien.  I  can't  imagine  that  would  be  an  amendment  to 
the  Treaty  of  Rome  with  respect  to  foreign  banking  in  the  EEC, 
and  certainly   I  am  not  privy  to  any  discussions  taking  place  ou 


!y  Google 


464 

the  subject  ,and  I  would  doubt  very  much  whether  such  discussions 
have  been  taking  place. 

As  a  member  of  the  Banking  Federation,  I  am  in  close  contact 
with  the  Brussels  Commission,  which  is  responsible  for  study  of 
banking  harmonization  and  all  the  regulations  to  affect  banking  jii 
the  EEC. 

Certainly  there  we  have  had  no  indication  that  this  special  subject 
is  under  construction.  I  would  very  much  doubt  it. 

Of  course,  as  so  often  in  these  matters,  one  gets  a  story  which 
becomes  slightly  distorted.  The  end  result  looks  very  different  from 
what  the  original  person  had  intended. 

It  is  perfectly  true  that  with  the  troubles  which  we  have  been 
through  in  the  last  2  years,  the  Central  Bank  Governors  have  set 
up  a  committee,  the  chairman  of  which  is  a  Bank  of  England  man, 
to  consider  the  dangers  involved  in  foreign  banks  operating  in  their 
own  countries.  And  as  you  know,  I  expect,  the  Governor  of  the 
Bank  of  England  lias  asked  all  the  head  offices  of  banks,  not  only 
American,  but  every  foreign  bank  operating  in  London,  to  send 
him  a  letter  accepting  moral  responsibility  for  the  business  under- 
taken by  those  banks  in  the  London  market. 

This  is  to  protect  him  if  any  of  those  banks  should  fail  and  money 
should  have  to  be  provided  to  prop  them  up.  Then,  it  is  felt  that 
the  head  office  should  bear  the  ultimate  responsibility. 

But  this  is  merely  a  system  designed  to  help  the  "banking  System 
remain  healthy  and  strong.  It  is  not  a  system  designed  to  restrict 
the  activity  of  the  banks. 

Senator  McIntyre.  Senator  Stevenson,  do  you  have  any  ques- 
tions? 

Senator  Stevenson.  You  said  citizenship  requirements  for  direc- 
tors of  national  banks  remain  much  stricter  than  in  most  countries 
in  the  European  Economic  Community. 
How  would  you  suggest  we  liberalize  such  requirements? 
Lord  O'Brien.  All  I  would  point  to  is  the  fact  that  our  much 
more  liberal  attitude  in  this  particular  field  is  one  which  we  have 
had  in  our  various  countries  for  many  years  and  it  hasn't  redounded 
to  our  disadvantage.  We  feel  you  could  be  equally  liberal  in  this 
respect  without  disadvantage  to  yourselves. 

Senator  Stevenson.  What  is  the  provision  in  the  EEC  case? 
Lord  O'Brien.  No  citizenship. 

We  are  concerned  with  the  competence  of  bankers.  We  are  much 
less  concerned  with  their  nationality. 

Senator  Stevenson.  Mr.  Chairman,  I  don't  think  I  have  any 
more  questions. 

Lord  O'Brien,  you  have  answered  just  about  every  question  there 
is  to  ask,  at  least  that  I  can  think  of. 
Thank  you. 

Senator  McInttre.  Lord  O'Brien,  to  you  and  your  associates 
our  deep  thanks  and  appreciation  for  your  being  here  with  us  this 
morning,  giving  us  the  benefit  of  your  counsel  on  this  problem,  this 
question  of  foreign  banking  in  the  United  States. 

I  thank  you  all  and  I  must  say  at  this  time  that  I  think  I  neg- 
lected to  say  that  your  statement  will  be  included  in  the  record  in  ite 
entirety. 

[Complete  statement  of  Lord  O'Brien  follows:] 
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NOT      FOR  RELEASE   UWTIL  A.M.    FRIDAY,    30TH  JANUARY    1976 


EVIDENCE  PRESENTED  BY 
THE  RT.    HON.    LORD  O'BRIEN  OF  LOTH  BURY, 


THE  FINANCIAL   INSTITUTIONS   SUB-COMMITTEE   OF 

THE  BANKING,  HOUSING  AND  URBAN  AFFAIRS  COMMITTEE  OF  THE 

UNITED  STATES  SENATE. 


X  much  appreciate  the  opportunity  and  honour  of  appearing  before 
thla  distinguished  Sub- Commit tee.      I  do  so,  not  only  as   the   President 
of  the  British  Bankers'  Association,  but  also  aa  the  authorised 
spokesman  for  the  E.E.C.   Banking  Federation  and  thus  for  the  commercial 
bankers'   associations   of  each  of  the  countries  of  the  European  Economic 
Community.     My  purpose  la  to  present  to  you  the  views  of  the 
European  banks  on  the  proposed  legislation  affecting  foreign  hanks   in 
Che  hope  that  this  will  help  Congress  to  reach  decisions  which  are 
harmful  neither  to  European  banks  operating  in  the  U.S.A.  nor  to 
American  banks  operating  in  Europe,  nor  to  the  U.S.   banking  system. 

As  we  look  back  over  the  years  since  the  second  World  War  we  find, 
in  the  liberal  economies  of  the  Western  World,  e  remarkable,  and 
Indeed  unprecedented,  development  of  open  economic  activity  and  along 
with  it  banking  and  financial  activity  on  an  international  scale. 
The  potent  and  enlightened  impulse  for  this  came  from  the  wise  and 
,    far-reaching  policies  of  the  United  Stetes  after  that  War.     Aa  part 
of  this  process,  we  In  the  City  of  London  end  our  colleagues  in  other 
major  European  cities,  have  welcomed  the  entry  there  of  the  American 
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bank*  and  we  consider   that   this    influx  of  expertise,    imagination 
and  Management   ak.ll Is   has   Immeasurably  strengthened  our  own  capital 
Markets.      In  a  ouch  more  modest  way,   some  of  our  own  European  banking 
institutions  hav«  sought  to  establish  themselves   in  several  of  your 
Cities  and  States,  certain  of  which  have,   In  fact,  encouraged  this 
development  in  the  hope  that   it  would  add  to   the   financial  and 
competitive  strength  of  your  own  capital  markets.      It   seems   to  me, 
end  to  pay  colleagues   in  the  European  Community,    t;iat   the  great 
expansion  of  international  banking  in  the   last   ten  or  fifteen  years 
la   one  of  the  notable  developments   in  the  financial  field   in   the   post- 
war period.      I  have  no  doubt  at  all   in  my  own  mind  that,   although 
this  expansion  has  brought  its  problems  -  and  these  are  the  almost 
inevitable  accompaniment      of  large  structural   changes,    especially   if 
achieved  over  a  comparatively  short   time  span  -   the  effects  have,   on 
balance,  been  very  substantially  favourable.     It  is  impossible  to 
believe  that  the  rapid  expansion  of  world  trade  during  the   post-war 
years  could  have  been  sustained  over  such  a  long  period  if  the 
financial  structure  had  not  grown  to  accommodate  the  additional 
requirements.     Nor  can  1  see  how  the  financing   problems   resulting 
from  the  quadrupling  of  oil  prices  at   the  end  of  1973  could  have 
been  overcome  without  much  greater  stress  if  the  enlarged  and 
increasingly  sophisticated  mechanism  of  the  world's  banking  and 
capital  markets  had  not  already  been  in  place. 

It  is  not  ay  purpose  today  to  dwell  upon  these  developments, 
but  only  to  refer  to  them  because  of  their  undoubted  relevance  aa 


!y  Google 


467 

background   to  th«   legislation  before  you.      This   being  ao,    I  need  to 
draw  your  attention  to  only  two  aspects   of  the   expansion  of   inter- 
national banking  which  have,  I  think,  a  particular  bearing  upon  what 
we  a»  discussing.      First,  most  of  the  major  national  banking  systems 
have  shared   Lb  this   expansion.      Perhaps  not  unexpectedly,   American 
banks   have   Increased  their  presence  ebroad  more  rapidly  than  foreign 
banks   have  moved   into  the  United  States.      For  example,   there  are  new 
over  four  tiass  ss  many  American  banks   In  London  as   British  banks 
In  the   united  States;  Aaarlcan  banks  also  operate  widely  elsewhere 
in  the  European  Community,   the  other  Member  States   of  which 
together  have  28  banks  only  in  the  United  States.     Figures  available 
indicate  that  about  101  of  all  U.K.  domestic  deposits  are  held  by 
American  banks  and  that   they  bold  about  251  of  the  total   deposits  of 
Che  whole- U.K.    banking  market  -   starling  and  foreign  currency  deposits. 
As  a  result,   many  of   the  major  American  banks  now  derive  a  sub* tent lei 
proportion  of   their  profits  from  their  foreign  business;   at   the  same 
time   their  .overseas  deposits   provide   them  with  large  amounts   of 
additional   resources  which  era  available  for  domestic  as  well  as 
foreign  customers. 

The  second  point  about  the  development  of  International  banking. 
!•   that,   deapita  the  great   expansion  of  recent  years,   it   Is  by  no  means 
entirely  e  modern  phenomenon.      One  of  your  banks   opened  an  office  In 
London  ea   long  ego  as   1687,   and  one  of   the  London  banks  has   bean 
operating  in  Haw  York  for  the  past  73  years.     The  interchange  with   ■-' 
other  European  centres  started  a  little  later,  but  also  goes  beck 
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for  aoaa  decades. 

From  the  European  Community  wa  observe,  with  considerable 
lotaeet,  tbc  far-reaching  debate  that  Is  presently  unfolding  in 
the  Congress,  and  beyond,  regarding  possible  changes  thought  to  be 
desirable  In  various   vectors   of  American  banking  and  finance.      Whilst 
we  are  not  being  asked  to,  and  of  course  cannot,  consent  on  this 
broad  topic,  we  are  naturally  interested  as  foreign  bankera  participate 
In  the  U.S.A.    In  how  discussion  develops.     As   regards   foreign  banking 
in  Che  U.S.A.,    it  would  seen  that   any   problems    it  may  pose  are 
minimal  compared  to  the  larger  issues   that  we  understand  are   presently 
being  studied.      It  sssaw  to  us,   therefore,   that   the  appropriate   time 
to  consider  the  Issue  of  foreign  banking  would  be  when  a  verdict  Is 
reached  on  the  moat  important  aspects  of  the  broad  subject. 

In  anticipation  of  that  moment,  however,  it  may  be  useful  for  M 
now  to  emphasise  earns  points  which  we  as  European  bankera   consider 
to  be  of  great  Importance  if  we  are  to  have  a  fair  and  adequate 
opportunity  to  exist  and  compete   in  the  great  capital  markets   of 
your  economy. 

That   la  the  main  purpose  for  my  being  before  you  today  and,   If 
I  correctly  understand  the  sense  of  your   invitation,    I  should   like  now 
to  direct  my  comments  to  the  proposals  contained  In   the  Foreign 
lank  Bill. 

Nothing  I  have  said  ao  far  about   the  expansion  of  International 
banking  or  the  length  of  time  for  which  some  institutions  have,  been. 
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established  abroad  la    In  any  way   Intended  Co  question  the  right  of 
the  authorities   In  a  particular  centre  to  regulate  banking  operations 
within  their  territory.     On  the  contrary,  I  strongly  believe  that 
a  judicious  degree  of  official  supervision  and  control  is   Indeed 
helpful  for  the  system  as  a  whole.     Clearly,  however,  the  existence 
of  a  substantial  international  element  within  the  banking  system  must 
mean  that  other  countries  are  affected  by  the  methods  which  are  used. 

Given  such  international  ramifications  it  seems  to  me  to  be 
both  desirable  and  necessary  to  ensure  that  the  regulations    in  all 
countries  ara  strlctiy  based  on  the  principle  of  non-d is crimination. 
By  this  I  mean  that,  although  it  is   right  and  proper  that  foreign 
banks  should  be  subject  to  the  same  obligations,  limitations  and 
controls  »s  domestic  banks,    it  is  slso  important  that  they  should  not 
be  subject  to  any  harsher  requirements   than,   or  denied  privileges 
available  to,  domestic  banks. 

I  take  the  view  that  the  eventual  aim  of  foreign  banking 
legislation  In  all  our  countries  should  be  the  attainment  of  reciprocity 
Thus  banks  of  country  A  setting  up  In  country  B  would  receive  there  the 
seme  treatment  as   that  given  to  banks  of  country  B  when  they  go  to 
country  A.     Within  the  European  Community  we  are  moving  towards  this 
position  and  a  directive  on  banking  regulations  now  under  consideration 
snd  likely  shortly  to  be  adopted  provides   for  reciprocity  between 
banks  of  the  nine  Member  States.     Furthermore,  it  stipulates  that 
European  branches  of  financial  institutions  having  head  offices 


!y  Google 


470 


outside   tha  Community  may  be  given  Identical   treatment   throughout 
the  Co— unity. 

Of  C0ure*i  given  present  differences   In  notional, social  end 
economic  policies  end   in  banking  habits  and  structures,   one  has   to 
accept   that   full  reciprocity  requires  greater  simllerlty  between 
regulatory  systems   than  exlats  at   present.     Nevertheless,   I  suggest 
that  it  la  as  well  to  keep  the  objective  in  view  when  providing  for. 
■ore  immediate  contingencies,   in  order  to  avoid  needlessly  hampering 
the  achievement  of  the  ultimate  goals.     We  feel  strongly  that  it  will 
be  a  retrograde  step  for  legislation  to  be  introduced  in  the  United 
States  which  would  obstruct   the  achievement   of  this   long  term  elm. 
It  could  not  be   in  the   Interest  of  the  United  Stetea  or  the  European 
Co— unity  if  new  legislation  affecting  foreign  banks  operating  in  the 
U.S.  were  to  result  in  the  adoption  in  Europe  of  policies  which,  ware 
restrictive  to  U.S.  banks  operating  there. 

In  summary,  therefore,  it  seems  to  me  that,  to  tske  reasonable 
account  of  the  much  closer  Integration  of  international  banking  that 
now  exists,  legislation  should 

(a)  take  account  of  tha  Interdependence  of  national 
banking  systems; 

(b)  allow  for  the  continuation  of  existing  operations, 
which  foreign  banks  already  established  in  the  host 
country  -  sometimes  for  many  yeara  -  have  developed 
In  accordance  with  the  present  statutes   or 

r eg u 1st lone; 
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(c)  be  firmly  based  on  the  principle  of  non-d la crimination 
as  between  domestic  and  foreign  banks; 

(d)  (.*  nothing  to  obstruct   progress   towards   the   long-term 
goal  of  reciprocity. 

Whilst  naturally  we  feel  somewhat  concerned  at   the  affects 
the   introduction  of  new  legislation  might  have  on  the  activities  of 
the  banks   I  am  representing,  we  recognise  that   the  Foreign  Bank  Bill, 
In  Its   present  form,   contains   a  number  of  reasonable  and   fair-minded 
measure*  Intended  to  meet  the  objectives  which,  as  I  have  just  explained, 
wa  sea  as  desirable. 

In  the  first   place,   we  accept  that   the  authors   of  this   Bill  have 
been  fait   in  their  attempt   to  reconcile  the  existing  operations 
which  foreign  banks  conduct  In  more  than  one  State  with  the  general 
alas  of  U.S.  banking  lew  end  regulation.     It  is  undeniable  that 
foreign  banks  already  operating  In  the  U.S.A.  are  at  present  able  to 
conduct  a  full  range  of  domestic  banking  business  in  ■ore  than  one 
Stats,     But  I  should  strsss  that  ths  foreign  banks  which  have  taken 
advantage  of  this  opportunity  have  done  so  in  no  under-handed  way  and 
in  accordance  with  prevailing  State  and  Federal  statutes  end 
regulations;  nor,  I  believe,  would  any  of  the  regulatory  agencies 
concerned  couple in  of  any  lack  of  co-operation  from  chose  banks.     The 
seals  of  their  operations  and  competitive  advantage  has  not  bean  at 
all  significant  in  relation  to  the  scsle  of  operations  of  the  domestic 
banks.     In  these  circumstances,  I  suggest  that  the  only  equitable 
solution  is  to  allow  the  foreign  banks  concerned  to  preserve  their 
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existing  operations   by  permanent   "grandfathering",   so  long  aa 
so-called  multi-state   banking   Is   forbidden  to  U.S.   banks.      I  note 
that  thara  are  U.S.   domestic  precedents  for  what  is  proposed.     To 
require  foreign  banks   to  undo  what   they  have   legally  done  would,    in 
our  view,  not  only  not  take  account  of  the   interdependence  of  national 
banking  systems   but  could  also,   because  of   the  losses   that  might 
well  be  Involved,   bring  another  element  of   unwelcome  instability  to 
a  not  entirely  stable  world. 

Secondly,  we  recognise  that   the  Foreign   Bank  Bill  does 
represent  a  significant  attempt   to  achieve   the  non- discriminatory 
system  which  we  believe  essential.      The  attempt   has,   In  our  view, 
not   been  entirely  successful  and  we  do  have  one  or  two  reservations. 
These  Apply  mainly  to  the  provisions   requiring  membership  of  the 
Federsl  Reserve  System  for  ell   foreign  banks  with  assets  of  more 
then  $300  mn.      Even   though  It   is  -probably  true  that   the  domestic   banks 
against  which  foreign  banks   are   in  most  direct   competition  are  for 
the  moat  part  Federal  Reserve  members,   those  which  are  State- char tared 
do  not  have  to  be  and  thus  have  the  opportunity  to  reduce  their 
costs.     The  U.S.  banks  have  an  option  which  is  to  be  denied  to  foreign 
banks.     However,  I  understand  that  there  are  already  proposals  before 
Congress  under  which  the  FRB's  reserve  requirements  would   be  extended 
to  all  State-chert ered  banks.     If  those  proposals  were  adopted,  the 
problem  would,  of  course,  no  longer  arise. 

Compulsory  membership  of  the  Federal  Deposit   Insurance  Corporation 
could  also  be  said  to  be  discriminatory   -   and  Is,    indeed,   irrelevant 
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for  many  of  Che  operations   of  foreign  hanks. 

At  to  the   other  conditions   for  entry  of   foreign  banks,   we 
would  not  wlah  to  object  to  the  new  requirements   for  licensing. 
In  some  other  respects   -   the   proposals   concerning  Federal  branches 
and  the  ability   of  foreign  banks   to  obtain  a  national  charter  and 
to  own  An  Edge  Act  corporation  -  the  Bill  Introduces  an  additional 
flexibility  which  is  to  be  welcomed.     I  should  point  out  in  passing, 
however,   that   the  citizenship  requirements   for  directors  of  national' 
banks   and  Edge  Act  corporations   retain  much  stricter  then  in  most    ' 
countries   in  the  European  Economic  Cosuunlty.      There  is  slso  the 
point,  which  I  hope  can  be  corrected,  that  the  provisions  for  Federel 
branches  (In  sub-section  (a)  of  Section  18  of  the  Bill)  require- that 
Che  parent' bank  has  to  be  a   "corporation  or  similar  organisation", 
which  appears  to  mean  that  banks  established  as  partnerships  -  as 
sons  European  banks  Are  -  would  not  qualify. 

I  turn  now  to  an  area  tn  which  differences  of  banking  practice 
between  the  U.S.  and  most  E.E.C.  countries  are  particularly  sharp  -'" 
the  question  of  the  securities  operations  (both  In  trading  end  ->■' 

underwriting)  of  commercial  banks.     In  the  U.S.  the  Glass-Steagell   - 
Act  provides  for  the  separation  of  deposit-taking  frora  securities 
business  and  the  Banking  Associations  which  I  represent  accept  that  It 
is   reasonable  that  foreign  banks   In  the  U.S.   should  be  made  subject 
Co  Che  same  provisions.     If,  however,  as  I  believe  ie  now  being 
contemplated,  changes  should  be  made  In  Che  Glass-Steagell  Ace  at 
some  future  date, those  changes  ought  also  to  apply  to  foreign  banks. 
Meanwhile,  aa  with  multi-state  banking,  the  European  banks  feel 


!y  Google 


474 


strongly   that   their  existing   facilities   far  engaging   In  securities 
business  In  the  U.S.  should  be  preserved  In  permanent  "grandfathering" 
end  are  pleased  to  note  thac  this  Is  provided  for  In  the  Foreign 
Bank  Bill.     In  this  connection,  perhaps  I  do  not  need  to  remind  the 
Committee  that   the  amount  of  securities   business   done  by  E.E.C. 
banks   in  Che  U.S.   market  is  comparatively  small.      Although  fully 
comparable  end  detailed  figures  do  not  exist  for  all  the  E.E.C.    banks, 
it  is  deer  that  total  turnover  In  U.S.  securities  by  E.E.C.  banks 
en  behalf  of  both  U.S.  residents  end  foreign  customers  amounts  to  no 
■ore  then  0.051  of  the  totsl  U.S.   market.      Similarly,   underwriting 
operations  by  this  group  of  banks  account     for  less  than  It  of  the 
U.S.  total. 

There  Is  one  further  point  in  the  area  of  non-banking  activities 
which  I  would  like  to  mention.     In  parts  of  Europe  as  you  are  no 
doubt  aware,  banks  traditionally  become  involved  in  the  ownership 
of  the  equity  of  their  non- financial  customers  in  a  way  which 
they  do  not  in  this  country  -or  for  that  matter,  in  my  own.     The 
present  Bill  provides  that  such  of  these  links  as  now  exist  among 
foreign  beaks  elready  operating  in  the  U.S.  should  be  allowed  to 
continue  permanently.     This  la  acceptable,   of  course,  es  far  as   It 
goes  but  does  not  seen  to  allow  adequately  for  future  developmemee 
in  such  relationships  outside  the  U.S.      Because  foreign  banks1 
branches  end  agencies  would,  under  the  saw  proposals,  become  subject 
CO  Che  Bank  Holding  Company  Act,   It  would  appear  no  longer  to  be 
possible  for  a  European  bank  which,  say,  holds  a  "controlling"  share 
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(as   determined  by  the   Board  of  Governors   under   the   Bank  Holding      ■ 
Company  Act)   in  *  manufacturing  concern  with  a   subsidiary   In   the 
U.S.   to  open  a  new  branch  or  subsidiary   in  the  United  States.     We 
understand  and  accept   the  U.S.   reason  for   limiting  very  closely  the 
types   of  non-banking  business   in  which  banks   may  become   Involved  within 
the  U.S.   and  the  banks  which  I  represent  are  not   seeking   to  argue 
against  the  spirit   of  these   provisions.      On  the  other  hand,  we  are 
dealing,   as   I  have  already  said,   with  national  banking  structures 
very  different  from  the  one  prevailing  in  the  U.S.     The  operations 
of  some  European  banks  could  be    seriously  prejudiced  if  they  were 
required  Co  conform  to  the  existing  regulations   applying  to  Bank 
Holding  companies.      I  do  not  believe  that  there  are   likely  to  be 
■any  Instances  where  difficulties  would  arise  and  I  am  inclined  to 
think  that  they  would  bast  be  dealt  with  on  an  ad  hoc  basis,  by 
consultation  with  the  Federal  Reserve  Board.     If  that  view  Is  accepted 
It  would  probably  be  useful  to  Include  provisions  to  this  effect 
in  the  Foreign  Bank  Bill. 

In  conclusion,  Mr.  Chairman,  nay  I  say  again  that  the  Banking 
Associations  I  represent  recognise  that,  on  a  subject  which  is  at 
one  and  the  same  time  technically  complicated  and  socially  significant 
the  legislation  before  you  makes  a  sincere  attempt  to  combine 
reasonable  changes  with  s  practical  regard  for  the  many  problems 
involved.      I  hope  that  you  will  accept   that  my  remarks,   and  the 
suggestions   put   forward  here,  are  similarly  motivated.     May  I 
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conclude  by  thanking  you  and  your  colleagues   for  hearing  me  so 
courteously  and  wish  success  to  your  endeavours.      I  stand  ready  to 
answer  any  questions  which  you  may  have  either  In  relation  to  my 
stebnent  or  to  any  other  matters  arising  out  of  the  Foreign  Bank 
Bill. 
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Senator  McIntyre.  With  that,  I  will  thank  you  and  hope  to  see 
you  some  day  in  London. 

Lord  O'Brien.  Thank  you  very  much,  Mr.  Chairman. 

I  have  very  much  enjoyed  being  with  you.  We  hope  we  have  given 
you  some  help  and  we  wish  you  success  in  your  endeavor. 

Senator  McInttke.  I  am  sure  you  have. 

Thank  you. 

The  subcommittee  calls  as  its  next  witness  Mr.  Steuart  L.  Pitt- 
man,  counsel  to  the  Institute  of  Foreign  Bankers,  Shaw,  Pittman, 
Potts  &  Trowbridge,  Washington,  D.C. 

I  would  appreciate  it  if,  Mr.  Pittman,  you  would  introduce  the 
various  members  of  the  panel. 

STATEMENTS  OF  STEUART  L.  PITTMAN,  COUNSEL,  INSTITUTE  OF 
FOREIGN  BANKERS,  SHAW,  PITTMAN,  PITTS  &  TROWBRIDGE, 
WASHINGTON,  B.C.;  PAUL  E.  HOLLOS,  PRESIDENT,  INSTITUTE  OF 
FOREIGN  BANKERS  AND  PRESIDENT,  AMERICAN  SWISS  CREDIT 
CORP.,  NEW  YORK  CITY ;  GEORGE  R.  BITTERLY,  VICE  PRESIDENT, 
INSTITUTE  OF  FOREIGN  BANKERS  AND  SENIOR  VICE  PRESIDENT, 
BANK  OF  TOKYO.  LTD.,  NEW  YORK  CITY ;  MARIO  R.  de  LUCA,  VICE 
PRESIDENT,  INSTITUTE  OF  FOREIGN  BANKERS  AND  EKECUTIVE 
VICE  PRESIDENT,  BANCO  DI  ROMA,  NEW  YORK  CITY;  AND  EIZO 
TAJIMA,  TRUSTEE,  INSTITUTE  OF  FOREIGN  BANKERS  AND  MAN- 
AGING DIRECTOR  AND  AGENT,  SANWA  BANK,  LTD.,  NEW  YORK 
CITY 

Mr.  Pittman.  Thank  you. 

Mr.  Chairman,  we  are  going  to  liish  through  separate  summaries 
by  each  of  the  five  of  us.  We  will,  to  save  time,  each  identify  him- 
self more  fully.  Mr.  Hollos  is  the  president  of  the  institute.  He  is 
our  leader  here  and  will  start  off. 

As  he  finishes  he  will  identify  the  next  witness,  if  that  is  all  right 
with  you. 

Senator  McInttke,  All  right. 

Mr.  Hollos,  we  are  glad  to  welcome  you  here. 

Mr.  Hollos.  I  would  just  like  to  apologize  for  a  somewhat  un- 
usual attire  I  have  to  appear  with.  I  had  an  accident  slipping  on 
an  icy  sidewalk  in  New  York  a  few  days  ago  and  my  arm  is  still 
immobolized.  So  I  beg  your  pardon. 

Senator  McIntyre.  I  am  very  sorry. 

Mr.  Hollos.  Mr.  Chairman,  members  of  the  committee,  I  am 
Paul  Hollos,  president  of  the  Institute  of  Foreign  Bankers,  and 
chairman  and  president  of  American  Swiss  Credit  Corporation.  We 
wish  to  thank  you  sincerely,  Mr.  Chairman,  for  the  invitation  to 
testify. 

The  institute  membership  includes  71  subsidiary  banks,  branch 
banks,  and  agencies  of  foreign  banks  from  all  parts  of  the  world 
directly  affected  by  the  issues  before  you. 

The  total  institutional  membership  is  116,  the  remainder  consist- 
ing of  representative  offices. 
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The  number  of  banking  offices  in  the  United  States  represented 
by  this  membership  includes  the  vast  majority  of  the  175  foreign 
bank  offices  making  up  the  Federal  Reserve  Board  statistics  we 
are  all  using. 

Governor  Mitchell's  statement  before  this  subcommittee  gave 
three  reasons  why  new  legislation  is  needed  now:  (a)  Foreign 
banking  in  the  United  States  has  grown  rapidly  in  the  last  2  years; 

(b)  the  patchwork  system  of  bank  regulations  in  the  United  States 
results  in  differences  in  regulatory  treatment  of  foreign  banks  and 
domestic  banks;  and  (c)  regulation  of  foreign  bank  offices  in  the 
United  States  is  more  appropriate  under  Federal  than  State  ad- 
ministration. 

In  a  few  words,  our  response  is:  (a)  That  the  U.S.  growth  of 
foreign  banks  has  conformed  to  world  economic  trends  and  remains 
low  relative  to  expansion  of  U.S.  banks  abroad;  (b)  that  the  present 
regulations,  whether  it  be  chaos  or  healthy  diversity,  is  an  integral 
part  of  bank  regulation  in  the  United  States,  creating  many  regu- 
latory differences  or  advantages  among  domestic  banks,  and  provides 
no  justification  for  singling  out  a  few  selected  differences  in  for- 
eign bank  treatment  for  correction  when  neither  domestic  nor  for- 
eign banks  complain  of  any  impact  from  unfair  competition;  and 

(c)  that  the  proposed  elaborate  federalization  of  foreign  bank  regu- 
lation serves  no  clearly  defined  needs,  trading  in  a  system  which 
has  proved  workable  for  many  years  for  one  which  would  increase 
the  cost  of  doing  business  and  create  years  of  uncertainty  as  new 
administrators  come  to  grips  with  unforeseen  problems. 

S.  958  and  similar  proposals  are  not  the  product  of  complaints 
from  injured  domestic  banks  about  the  regulation  of  foreign  banks; 
they  have  their  main  impetus  from  the  Federal  Reserve  Board's 
accelerating  efforts  toward  centralizing  and  federalizing  of  bank 
regulation. 

We  all  subscribe  to  the  generalization  that  bank  regulations  should 
not  give  unfair  competitive  advantage  to  either  foreign  or  domestic 
banks. 

We  also  agree  that  foreign  bank  activities  in  the  United  States 
should  not  impair  the  administration  of  monetary  policy. 

The  main  witnesses  before  the  House  FINE  hearings  last  month 
produced  no  evidence  of  such  unfair  competitive  impact  or  that  mon- 
etary policy  has  been  impaired. 

It  appears  to  us  that  bank  regulators,  including  the  Federal  Reserve 
Board,  and  our  domestic  bank  competitors  are  generally  in  agreement 
that  foreign  banks  are  not  causing  any  such  adverse  effects  at  this 
time. 

The  presumably  objective  recent  Commerce  Department  report  to 
Congress  on  the  status  of  foreign  investments  contains  comments  con- 
sistent with  this  view. 

We  urge  that  a  present,  not  a  future,  necessity  should  be  established 
at  these  hearings  to  justify  any  such  far-reaching  legislation. 

There  is  another  good  reason  why  the  Federal  bill,  S.  958,  may  be 
premature. 

The  need  for,  and  nature  of,  any  change  intended  to  achieve  equal 
treatment  will  be  more  readily  perceived  after  disposition  of  propos- 


!y  Google 


479 

als  pending  before  Congress  which  may  change  the  comparable  treat- 
ment oi  domestic  banks  with  respect  to  the  three  most  critical  issues 
of  S.  958:  multistat*  banking;  mandatory  universal  Federal  RE- 
SERVE System  membership;  and  Glass- Steagall  policy. 

New  York,  California  and,  within  the  last  2  years,  Illinois  are  the 
main  States  attracting  foreign  banks.  These  States  are  motivated  to 
augment  and  protect  the  roles  of  their  leading  cities  as  international 
financial  centers. 

With  minor  exceptions,  foreign  banks  and  the  other  47  States  have 
shown  little  interest  in  each  other. 

Foreign  banks  in  the  U.S.  financial  centers  pursue  primarily  a 
wholesale  banking  business  incidental  to  their  international  activities. 

Thus,  with  a  few  exceptions,  they  compete  in  the  wholesale  market 
only  with  the  large  big  city  domestic  banks  for  the  business  of  deposi- 
tors and  borrowers  in  their  home  countries  or  their  U.S.  subsidiaries 
and  for  the  business  of  the  United  States-based  multinational  corpor- 
ations. 

The  exceptional  foreign  entiy  into  retail  banking  has  been  success- 
fully pursued  almost  entirely  through  a  State-chartered  subsidiary 
branching  within  its  State.  They  are  already  regulated  in  essentially 
the  same  manner  as  domestic  banks.  They  are  limited  to  a  single  State. 

These  subsidiaries  are  owned  by  registered  bank  holding  companies 
and  submit  to  the  nonbanking  prohibitions  of  section  4  of  the  Bank 
Holding  Company  Act.  They  carry  Federal  deposit  insurance. 

Thus,  retail  banking  in  the  United  States  by  foreign  banks  is  not 
significantly  affected  by  most  of  the  changes  proposed  in  S.  958. 

The  agencies  of  foreign  banks  are  not  depository  institutions.  They 
exist  only  under  New  York  and  California  laws  which  deny  them 
access  to  the  deposit  market  and  do  not  permit  them  to  act  as  fiduci- 
aries. They  are  not  banks  within  the  meaning  of  the  Bank  Holding 
Company  Act  and  other  Federal  banking  laws. 

The  issue  of  competitive  advantage  may  welcome  down  to  the 
treatment  of  foreign  bank  direct  branches— without  an  intermediate 
State  subsidiary — in  the  only  two  States  where  they  exist  in  sig- 
nificant numbers,  New  York  and  Illinois,  which  has  successfully 
promoted  downtown  Chicago  as  a  site  for  foreign  bank  branches 
restricted  to  one  location. 

In  conclusion,  we  would  not  oppose  any  legislative  changes  creating 
new  rules  applying  equally  to  domestic  banks  as  well  as  foreign  bank 
offices. 

We  agree  with  the  principle  of  equal  treatment  but  find  the  Fed  bill 
discriminatory  in  many  respects. 

Thank  you  very  much. 

May  I  now  call  on  the  next  witness,  Mr.  de  Luca. 

Mr.  de  Luca.  Mr.  Chairman,  I  am  Mario  de  Luca,  vice  president  of 
the  Institute  of  Foreign  Bankers  and  executive  vice  president  of  Ban- 
co di  Roma  in  New  York. 

I  will  address  my  remarks  to  the  multi-State  activity  of  foreign 
banks  in  the  United  States  which  starts  at  page  22  of  our  statement. 

Existing  law  and  practice  effectively  limits  foreign  banks  seeking  to 
compete  in  U.S.  retail  markets  to  the  same  one-State  restrictions  as 
appfy  to  domestic  banks.  Retail  banking  can  best  be  done  by  foreign 
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banks  through  subsidiaries  which  branch  within  one  State.  Thev  are 
subject  to  section  3{d)  of  the  Bank  Holding  Company  Act,  which 
restricts  banking  in  any  secondary  state  except  as  expressly  authorized 
by  a  statute  of  that  State. 

"  The  multi-State  banking  issue,  therefore,  relates  solely  to  the  whole- 
sale banking  market. 

Domestic  banks  are  generally  restricted  from  full-line  deposit  bank 
branching  outside  their  principal  State.  However,  this  by  no  means 
prevents  them  from  vigorously  competing  in  the  wholesale  banking 
market  and  the  market  for  financial  and  other  services  related  to 
banking. 

This  opportunity  takes  various  forms  which,  put  together,  make  up 
a  formidable  capability — loan  production  offices;  operating  nonde- 
pository  subsidiaries;  grandfathered  multi-State  holding  of  banks  by 
bank  holding  companies ;  multi-State  closely  related  activities  of  bank 
holding  companies ;  and  Edge  Act  corporations. 

The  combined  effect  of  these  multi-State  activities,  as  reported  in 
an  American  Banker's  continuing  series,  can  be  summarized  as  fol- 
lows :  12  domestic  banks  have  1,550  offices,  other  than  their  home  State 
branches,  in  up  to  34  States.  By  comparison  44  foreign  banks  have 
67  operating  locations,  largely  in  3  States,  outside  the  State  of  their 
main  business. 

Existing  law  permits  uninhibited  multi-State  wholesale  banking 
and  financing  by  domestic  banks.  Foreign  bank  opportunities  are  far 
more  limited^  largely  due  to  State  restrictions. 

For  action  to  be  taken  now  which  would  reduce  the  degree  of  multi- 
State  flexibility  enjoyed  by  foreign  banks  in  the  United  States  would 
be  premature  and  contrary  to  events  promising  a  trend  to  multi-State 
flexibility  by  domestic  banks,  which  include,  Mr.  Chairman,  your  an- 
nouncement that  this  subcommittee  will  make  a  thorough  review  of 
the  McFadden  Act  and  related  limitations  on  the  branching  author- 
ity of  U.S.  banks  domestically. 

Also,  the  House  Banking  Committee  FINE  study  proposes  in  para- 
graph 9  of  title  I  to  liberalize  banking  money  among  the  larger  cities. 

The  Federal  Reserve  is  now  proposing  a  one-State  restriction  which 
does  not  even  leave  room  for  States  to  authorize  entry  expressly  by 
statute,  as  does  section  3(d)  of  the  Bank  Holding  Company  Act  for 
all  domestic  State  banks. 

The  Fed  bill  would  preempt  long-established  New  York  and  Cali- 
fornia policy  and  squelch  the  positive  recent  efforts  of  Illinois  and 
perhaps  other  States  in  the  future  to  legislate  to  attract  foreign  banks 
to  an  aspiring  financial  center  city. 

Such  geographic  restraints  seem  anticompetitive  and  inconsistent 
with  the  Federal  Government's  broader  economic  policies. 

Finally,  allow  me  to  say  something  on  the  subject  of  mandatory 
Federal  deposit  insurance.  As  I  pointed  out  earlier,  foreign  banks 
are  generally  disinterested  in  the  retail  banking  market,  with  the 
exception  of  those  few  subsidiary  banks  which  branch  intrastate  for 
retail  purposes. 

The  latter,  for  a  combination  of  business  reasons  and  for  reasons 
of  State  law,  are  all  members  of  FDIC.  Thus,  the  issue  concerns  only 
those  foreign  bank  offices  which  do  not  deal  with  the  depositing  pub- 
lic to  any  significant  extent. 
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Therefore,  we  agree  wholeheartedly  with  the  statement  of  the 
Chairman  of  the  FDIC  to  this  subcommittee  that  mandatory  FDIC 
insurance  would  be  discriminatory  and  unnecessary. 
Thank  you  very  much,  Mr.  Chairman. 
Senator  McIntyke.  Thank  you. 

Mr.  Pittman.  I  am  Steuart  Pittman  of  the  Washington  law  firm 
Shaw,  Pittman,  Potts  &  Trowbridge,  We  are  counsel  to  the  institute 
and  have  represented  elements  of  its  membership  for  over  7  years. 

The  proposal  to  treat  foreign  bank  branches  and  agencies  as  though 
they  were  subsidiaries,  in  order  to  apply  the  Bank  Holding  Company 
Act  prohibitions  against  nonbank  holdings,  may  have  a  certain  logic 
when  viewed  solely  from  a  legal  standpoint,  without  regard  to  con- 
sequences. It  has  less  appeal  on  a  practical  level.  Our  statement  cov- 
ers this  subject  starting  on  page  27. 

This  issue  was  faced  in  the  1970  Bank  Holding  Company  Act 
amendments,  when  both  Congress  by  status  and  the  Board  by  regu- 
lation permitted  limited  exemptions  for  foreign  bank  holding  com- 
panies, recognizing  that  nonbank  affiliations  are  a  necessary  part  of 
foreign  banking  abroad  for  competitive  reasons.  They  also  recognized 
the  difficulties  of  administering  restrictions  on  foreign  hanks'  over- 
seas holdings.  There  have  been  very  few  divestitures  by  foreign  banks 
under  the  Bank  Holding  Company  Act.  We  conclude  that  nonbank 
affiliations  have  not  been,  and  are  not  now,  a  significant  problem. 

The  discriminatory  results  of  treating  branches  and  agencies  as 
though  they  were  subsidiaries  are  twofold :  First,  domestic  banks  may 
elect  to  expand,  either  by  the  subsidiary  route  under  the  Bank  Hold- 
ing Company  Act  restrictions,  or  by  branching  under  applicable  Fed- 
eral or  State  statutes.  But  foreign  banks  would  be  denied  the  branch- 
ing choice  and  are  compelled  to  become  bank  holding  companies,  no 
matter  what  form  their  U.S.  operations  take. 

Second,  Congress  for  good  reason  limited  the  Bank  Holding  Com- 
pany Act  to  holdings  of  depository  banking  institutions.  S.  958  makes 
an  exception  by  applying  the  act  to  nondepository  foreign  bank  agen- 
cies but  to  none  of  the  many  domestic  nondepository  institutions. 

Furthermore,  to  apply  the  section  4  restrictions  of  the  Bank  Hold- 
ing Company  Act  to  branches  and  agencies  requires  that  they  be 
ficticiously  treated  as  though  they  were  subsidiaries.  As  Secretary 
Gardner  pointed  out,  this  confuses  and  distorts  the  structure  of  the 
Bank  Holding  Company  Act.  It  should  be  avoided  in  the  absence  of 
some  urgent  necessity. 

We  conclude  that  foreign  banks  do  not,  to  any  significant  extent, 
have  nonbank  holdings  which  would  not  be  exempted  under  section 
4,  and  that  coverage  of  branches  and  agencies  would  require  a  trouble- 
some degree  of  control  and  reporting  imposed  by  the  U.S.  Govern- 
ment on  the  foreign  activities  of  foreign  banks. 

Your  interest  in  nonbank  affiliations  is  perhaps  largely  concerned 
with  foreign  bank  control  of  securities  firms.  A  Senate  subcommittee 
is  reviewing  the  Glass-Steagall  Act.  It  has  the  best  opportunity  to 
consider  whether  that  act  should  be  extended  to  foreign  shareholders, 
including  banks,  in  the  context  of  the  advantages  and  disadvantages 
of  foreign  investment  in  the  U.S.  securities  industry,  as  well  as  in  the 
context  of  commercial  bank  regulation. 

We  doubt  that  the  full  scope  of  this  complex  issue  fits  easily  into 
the  subject  of  S.  958.  Testimony  is  needed  on  what  if  any  of  these 
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securities  activities  would  be,  or  should  be,  prohibited  by  the  Glass- 
Steagall  Act,  if  it  were  applied  to  foreign  banks. 

We  suggest  that  the  problem  of  securities  affiliations  is  limited  to 
foreign  bank  branches,  less  than  a  dozen.  Subsidiaries  are  already 
covered  and  agencies  are  nondepository  institutions  which  probably 
were  not  intended  to  be  covered  by  the  Glass-Steagall  Act.  Governor 
Mitchell  has  pointed  out  that  there  is  little  competitive  significance 
to  these  affiliations. 

To  sum  up,  we  accept  the  principle  of  equal  treatment,  but  find 
none  of  the  Fed  proposals  advancing  that  principle.  If  securities  affil- 
iations are  an  exception,  it  is  best  considered  in  hearings  looking  into 
all  aspects  of  the  Glass-Steagall  problem. 

Thank  you.  George  Bitterly  is  next. 

Mr.  Bitterly.  Thank  you,  Mr.  Pittman. 

Mr.  Chairman,  I  am  George  Bitterly,  a  vice  president  of  the  Insti- 
tute of  Foreign  Bankers  and  senior  vice  president  of  the  Bank  of 
Tokyo,  Ltd.,  a  New  York  agency. 

I  will  cover  articles  VIII  and  IX  of  the  institute's  statement  on  the 
subject  of  mandatory  Federal  Reserve  requirements. 

For  so  long  as  the  Congress  permits  State  banks  to  be  nonmembers, 
it  would  be  discriminator}'  and  ineffectual  to  impose  mandatory  mem- 
bership in  the  System  or  Federal  Reserve  requirements  on  foreign 
bank  activities  in  the  United  States. 

Over  60  percent  of  the  domestic  banks,  about  20  of  which  have 
assets  exceeding  $500  million,  have  elected  to  be  nonmember  banks. 
If  there  are  competitive  advantages  to  nonmembership,  which  is 
doubtful,  they  are  widely  shared  in  the  domestic  banking  industry. 

Contrary  to  a  growing  misrepresentation,  foreign  banks'  U.S.  activ- 
ities are  not  free  from  reserve  requirements.  State  chartered  subsidi- 
ary banks  are  subject  to  State  reserve  requirements. 

Branches  of  foreign  banks  operate  under  State  laws  and  are  also 
subject  to  reserve  requirements  equivalent  to  those  imposed  on  State 
chartered  banks. 

It  should  be  recognized  that  reserve  requirements  place  a  special 
burden  on  the  foreign  banks,  because  their  sources  of  funds  are  differ- 
ent from  those  of  domestic  banks.  Being  foreign,  they  have  relatively 
less  access  to  interest-free  demand  deposits  or  other  low-cost  sources 
of  funds,  and  must  rely  to  a  much  greater  extent  on  purchases  of 
Federal  funds  from  other  banks  or  on  issuing  certificates  of  deposit 
at  market  rates. 

Funds  advanced  from  head  offices  or  affiliates  abroad  carry  with 
them  the  relatively  high  costs  of  acquiring  those  funds  in  foreign 
money  markets.  Although  we  know  of  no  relevant  statistics,  these 
factors  lead  us  to  believe  that  the  foreign  bank  activities  in  the  United 
States,  with  the  possible  exception  of  the  few  subsidiaries  branching 
intrastate  for  the  retail  market,  necessarily  have  higher  costs  of 
funds  than  do  domestic  banks. 

Subjecting  foreign  banks  to  mandatory  Federal  Reserve  require- 
ments would  place  them  at  a  cost  of  funds  disadvantage  relative  to 
domestic  banks. 

The  Federal  Reserve  Board  justification  for  S.  958  has  been  quite 
general  with  respect  to  monetary  policy.  A  separate  and  accompany- 
ing statement  prepared  for  the  Institute  of  Foreign  Bankers  by  Car- 
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ter  H.  Golembe  Associates,  Inc.,  takes  the  position  that  the  extending 
of  the  Federal  system  of  reserve  requirements  to  all  U.S.  offices  of 
foreign  banks  would  not  help  in  any  significant  way  with  U.S.  money 
problemB. 

The  total  assets  and  liabilities  of  the  foreign  bank  offices  in  this 
country,  of  course,  large  in  absolute  terms.  But  the  operations  of  these 
offices  do  not  involve  movements  of  funds  which  would  be  large  in 
relation  to  the  Federal  Reserve  System's  capacity  to  offset  any  un- 
wanted changes  in  this  country's  money  markets. 

Hence,  these  operations  do  not  appear  to  pose  a  significant  problem 
for  monetary  policy.  Obviously,  the  Federal  Reserve  does  need  infor- 
mation about  oanking  operations  in  this  country,  but  it  has  ample 
access. 

Foreign  banks  operating  in  the  United  States  already  supply  more 
data  through  their  monthly  reports  than  do  the  domestic  nonmember 
banks  and  nave  always  supplied  whatever  data  have  been  requested. 

The  other  point  of  greatest  importance  is  that  the  operations  of 
U.S.  offices  represent  only  a  very  small  part  of  the  total  dollar  assets 
and  liabilities  of  foreign  banks.  The  much  larger  dollar  totals  o  fthe 
foreign  banks  are  a  necessary  concomitant  of  the  paramount  position 
of  the  U.S.  dollar  as  a  medium  of  world  trade  ana  the  position  of  our 
major  cities  as  international  financial  centers. 

Our  monetary  authority  could  indeed  have  serious  problems  aris- 
ing from  flows  or  potential  flows  of  dollars  between  other  countries 
and  the  United  States.  But  the  more  important  international  pres- 
sures and  movements  are  not  dependent  upon  the  foreign  banks  nav- 
ing  offices  here.  Effective  dealing  with  problems  of  these  kinds  would 
depend  upon  international  economic  negotiations  of  very  broad  scope. 
It  would  therefore  not  be  realistic  to  expect  the  regulation  of  the 
U.S.  offices  of  foreign  banks  to  achieve  any  significant  results  in  gov- 
erning the  movement  of  funds  into  or  out  of  this  country. 

An  important  question  is  whether  nondepository  foreign  bank 
agencies  should  be  included  in  any  proposal  for  mandatory  Federal 
Reserve  requirements.  Agencies  are  not  subject  to  domestic  reserve 
requirements.  State  or  Federal,  because  not  being  banks  in  the  ordi- 
nary sense,  they  are  not  permitted  to  accept  domestic  deposits. 

Although  it  is  not  clear,  there  is  cause  for  concern  that  the  Federal 
Reserve  Board  might,  if  S.  958  is  passed,  broaden  the  definition  of 
deposits  to  cover  credit  balances  for  the  purpose  of  extending  the 
reach  of  its  reserve  requirements.  To  so  classify  credit  balances  would 
disregard  State  and  Federal  classifications  of  long  standing. 

It  is  important  to  understand  that  credit  balances  maintained  by 
agencies  and  other  domestic  nonbank  leaders  are  different  than  the 
deposits  maintained  by  banks  and  have  never  been  subjected  to  Fed- 
eral or  State  reserve  requirements  because  of  that  difference. 

The  credit  balances  are  liabilities  to  customers  that  arise  out  of,  or 
are  related  to,  business  transactions  conducted  by  the  agency  or  other 
lender  for  a  customer. 

These  balances  normally  change  rapidly  as  transactions  are  com- 
pleted. Because  of  their  special  origin,  use  and  duration,  they  do  not 
serve  as  a  means  by  which  an  agency  can  acquire  funds  for  its  lend- 
ing purposes. 
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For  these  reasons,  credit  balances  are  essentially  similar,  not  to 
bank  deposits,  but  to  the  customer  accounts  maintained  by  nonbanks, 
such  as  finance  companies,  stock  brokers,  and  factors. 

We  want  to  emphasize  that  agency  credit  balances,  lumped  with 
deposits  in  the  Federal  Reserve  statistics,  are  not  the  type  of  funds 
which  should  be  or  have  been  in  the  past  subject  to  Federal  or  State 
reserve  requirements  of  any  kind. 

We  should  add  that  foreign  bank  offices  in  the  United  States  would 
properly  be  subjected  to  mandatory  Federal  Reserve  requirements 
at  any  time  when  such  requirements  are  imposed  universally  on  do- 
mestic banks,  as  the  Federal  Reserve  Board  has  proposed. 
Thank  you,  Mr.  Chairman. 
I  will  now  call  upon  Mr.  Tajima. 
Mr.  Tajima.  Thank  you  very  much. 

Mr.  Chairman,  I  am  Elizo  Tajima,  trustee  of  the  Institute  of  For- 
eign Bankers  and  managing  director  agent  of  Sanwa  Bank,  Ltd.,  in 
New  York. 
I  would  like  to  refer  you  to  page  11  of  the  Institute's  statement. 
I  would  like  to  summarize  the  major  discriminations  against  for- 
eign banks  in  Federal  bill  S.  958.  They  are  as  follows : 

One :  State  location  restrictions  on  branches  and  agencies  engaged 
in  wholesale  banking,  proposed  to  equalize  conditions  for  foreign 
and  domestic  banks,  would  in  fact  accentuate  the  disadvantages  un- 
der which  foreign  banks  now  operate  in  competition  with  the  exten- 
sive multistate  wholesale  banking  activities  of  their  domestic  com- 
petitors. 

Federal  bill  S.  958  would  deny  to  branches  and  agencies  the  oppor- 
tunity in  secondary  States  which  permit  entry  explicitly  by  statute, 
a  possibility  open  to  domestic  State  banks. 

Whereas  domesetic  banks  may  elect  to  expand  either  by  the  subsidi- 
ary route  under  the  Bank  Holding  Company  Act  restrictions  or  by 
branches  under  applicable  Federal  or  State  statutes,  foreign  banks 
are  denied  the  branching  choice  and  are  compelled  to  become  bank 
holding  companies  no  matter  what  form  their  U.S.  operations  take. 

Congress,  for  good  reason,  limited  the  Bank  Holding  Company 
Act  to  holdings  of  depository  banking  institutions ;  S.  958  makes  an 
exception  by  applying  that  act  to  nondepository  foreign  bank  agen- 
cies out  to  no  domestic  nondepository  institutions. 

As  recently  pointed  out  by  the  Chairman  of  the  FDIC,  mandatory 
deposit  insurance  is  not  only  unworkable  but  is  also  discriminatory. 
Mandatory  membership  in  the  Federal  Reserve  System  solely  for 
foreign  subsidiaries,  branches,  or  agencies,  which  are  part  of  banking 
systems  with  worldwide  assets  exceeding  $500  million  is  another  spe- 
cial rule  to  be  applied  exclusively  to  foreign  banks.  The  standard  is 
not  only  discriminatory  by  nature  and  intent,  but  fails  to  encompass 
about  20  domestic  banks  which  exceed  the  asset  limitation. 

Mandatory  membership  in  the  system  incidentally  imposes  virtu- 
aly  total  mandatory  federalization  of  foreign  bank  regulation  from 
control  over  organization  to  routine  examination,  making  meaning- 
less the  choice  available  to  domestic  banks  between  Federal  or  State 
regulation  which  is  fundamental  to  the  dual  banking  system. 
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We  believe  it  is  misleading  to  justry  proposals  which  are  discrimi- 
natory in  terms  of  the  principle  of  national  or  equal  treatment  of 
foreign  and  domestic  banks. 

Thank  you  very  much. 

Mr.  Pittman.  Mr.  Chairman,  Mr.  Tajima  has  just  identified  the 
seven  manners  in  which  this  proposal  is  discriminatory.  They  are 
listed,  if  you  want  to  refer  to  them,  on  pages  11  and  12  of  the  state- 
ment. 

Senator  McInttre.  This  statement  will  be  included  in  its  entirety 
in  the  record. 

[The  document  follows:] 
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INSTITUTE  OF  FOREIGN  BANKERS 
STATEMENT  RE  S.958 


PART  ONE:   BACKGROUND 
I   Introduction 


Wb  appreciate  the  invitation  to  give  you  the  views  of  the 
Institute  of  Foreign  Bankers  on  S.958.   The  Institute  member- 
ship includes  71  subsidiary  banks,  branch  banks  and  agencies 
of  foreign  banks  from  all  parts  of  the  world  directly  affected 
by  the  issues  before  you.   The  total  institutional  membership 
is  116,  the  remainder  consisting  of  representative  offices. 
The  number  of  banking  offices  in  the  United  States  represented 
by  this  membership  includes  the  vast  majority  of  the  175  for- 
eign bank  offices  making  up  the  Federal  Reserve  Board  statistics 
we  are  all  using.   Although  they  have  diverse  interests  and 
views  on  some  subjects,  the  Institute  is  here  speaking  for  the 
management  of  the  great  majority  of  operating  foreign  bank 
offices  in  the  United  States  which  would  be  most  directly 
affected  by  the  proposal  before  you.   Because  these  foreign 
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bankers  live  with  the  peculiarly  diverse  system  of  regulation 
in  the  U.S.,  these  comments  derive  from  that  experience,  not 
front  philosophical  views  about  the  role  of  the  Federal  Govern- 
ment in  the  dual  banking  system. 

He  are  today  addressing  ourselves  to  the  major  substantive 
provisions  of  S.958.   There  is  no  time  to  address  the  details 
of  this  complex  proposal.   He  hope  and  trust  that,  if  this  Sub- 
committee decides  that  foreign  bank  regulation  requires  new 
legislation,  there  will  be  an  opportunity  to  comment  on  the 
many  important  matters  which  arise  from  the  specific  language 
and  incidental  provisions  of  whatever  legislative  proposals 
may  be  under  consideration  as  a  result  of  these  hearings. 

The  job  of  analyzing  proposed  changes  in  foreign  bank  regu- 
lation and  presenting  the  foreign  bank  point  of  view  was  given 
to  the  officers  of  the  Institute,  to  the  Institute's  counsel, 
Shaw,  Pittman,  Potts  s  Trowbridge,  and  to  the  Institute's 
economic  consultants.  Carter  II.  Golembe  Associates,  Inc.  The 
responsibility  for  preparing  and  presenting  this  statement  is 
shared  by  the  following  who  are  here  to  answer  your  questions: 
nd  Pres.  of 

r.  Vice  Pres.  of 

of  IFB,  Exec.  Vice  Pres.  of 
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]  IFB,  Shaw,  Pittman,  Potts  I 


II  General  Position  of  IFB 

Governor  Mitchell's  latest  statement  at  the  recent  House 
FINE  hearings  gave  three  reasons  why  new  legislation  is  needed; 
(a)  foreign  banking  in  the  U.S.  has  grown  rapidly  in  the  last 
2   years;   lb)  the  "patchwork"  system  of  bank  regulations  in  the 
U.S.  results  in  differences  in  regulatory  treatment  of  foreign 
banks  and  domestic  banks;  and  (c)  regulation  of  foreign  bank 
offices  in  the  U.S.  is  more  appropriate  under  Federal  than 
state  administration. 

In  a  few  words,  our  response  is  (a)  that  the  U.S.  growth 
of  foreign  banks  has  conformed  to  world  economic  trends  and 
remains  low  relative  to  expansion  of  U.S.  banks  abroad;  (b) 
that  the  "patchwork",  whether  it  be  chaos  or  healthy  diversity, 
is  an  integral  part  of  bank  regulation  in  the  United  States, 
creating  many  regulatory  differences  or  "advantages"  among 
-domestic  banks,  and  provides  no  justification  for  singling  out 
a  few  selected  differences  in  foreign  bank  treatment  for  cor- 
rection, when  neither  domestic  nor  foreign  banks  complain  of 
any  impact  from  unfair  competition;  and  (c)  that  the  proposed 
elaborate  federalization  of  foreign  bank  regulation  serves  no 
clearly  defined  needs,  trading  in  a  system  which  has  proved 
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workable  for  many  years  for  one  which  would  increase  the  cost 
of  doing  business  and  create  years  of  uncertainty  as  new  ad- 
ministrators come  to  grips  with  unforeseen  problems. 

S.95S  and  similar  proposals  are  not  the  product  of  com- 
plaints from  injured  domestic  banks  about  the  regulation  of 
foreign  banks;  they  have  their  main  impetus  from  the  Federal 
Reserve  Board's  accelerating  efforts  towards  centralizing  and 
federalizing  of  bank  regulation.   While  it  may  be  understandable 
for  regulators  to  seek  to  extend  their  jurisdiction  to  the  ex- 
tent politically  and  legally  possible,  specific  public  benefits 
should  be  demonstrated;  it  is  not  enough  to  rely  upon  philosophi- 
cal concepts.   Conceptually  the  S.958  proposals  have  a  certain 
logic.   But  we  have  yet  to  see  any  analysis,  from  the  practical 
standpoint  of  business  and  economics,  of  the  precise  need  for 
each  specific  change  proposed  and  of  the  potential  effect  of 
these  changes.   Surely  half  a  dozen  Federal  statutes  need  not 
be  amended  to  correct  the  several  alleged  competitive  advantages 
nor  to  avoid  impairment  of  monetary  policy.   Nor  are  there  any 
high  principles  which  require  Federal  rather  than  state  regula- 
tion of  foreign-owned  businesses  or  foreign  commerce. 

We  all  subscribe  to  the  generalization  that  bank  regula- 
tions should  not  give  unfair  competitive  advantage  to  either 
foreign  or  domestic  banks.   We  also  agree  that  foreign  bank 
activities  in  the  U.S.  should  not  impair  the  administration 
of  monetary  policy.   The  many  witnesses  before  the  House  FINE 
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hearings  last  month  produced  no  evidence  of  such  unfair  com- 
petitive impact  or  that  monetary  policy  has  been  impaired.   He 
believe  each  of  these  possibilities  to  be  theoretical  and  not 
likely  to  become  realities  under  foreseeable  circumstance*.   It 
appears  to  us  that  ban*  regulators,  including  the  Federal  Re- 
serve Board,  and  our  domestic  bank  competitors  are  generally 
in  agreement  that  foreign  banks  are  not  causing  any  such  ad- 
verse effects  at  this  time.   The  presumably  objective  recent 
Commerce  Department  report  to  congress  on  the  status  of  for- 
eign investments*  contains  comments  consistent  with  this  view. 
We  urge  that  a  present,  not  a  future,  necessity  should  be 
established  at  these  hearings  to  justify  any  such  far reaching 
legislation. 

There  is  another  good  reason  why  5.958  may  be  premature. 
The  need  for,  and  nature  of,  any  change  intended  to  achieve 
equal  treatment  will  be  more  readily  perceived  after  disposition 
of  proposals  pending  before  Congress  which  may  change  the  com- 
parable treatment  of  domestic  banks  with  respect  to  the  three 
most  critical  issues  of  S.958:  multi-state  banking;  Glass- 
Steagall  policy;  and  mandatory  universal  Federal  Reserve  System 
membership.   He  do  not  oppose  any  legislative  changes  creating 
new  rules  for  domestic  banks  as  well  as  foreign  bank  offices. 

S.958  must  stand  or  fall  on  the  issue  of  competitive  ad- 
vantage in  the  wholesale  international  banking  market  and  per- 
haps on  the  issue  of  impairment  of  monetary  policy.   The  vaguely 
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identified  benefits  of  federalizing  foreign  bank  regulation  and 
the  incentives  to  submit  to  Federal  regulation  do  not  by  them- 
selves justify  a  bill.  On  this  assumption  we  are  concentrating 
on  four  key  proposals  of  S.95B  and  take  the  following  position 

1.  The  Institute  opposes  new  one-state  banking  restric- 
tions on  branches  and  agencies  on  the  grounds  that  there 
are  no  effective  one-state  restrictions  on  the  wholesale 
market  operations  of  the  large  domestic  banks  with  which 
foreign  bank  branches  and  agencies  compete. 

2.  The  Institute  opposes  the  unique  treatment  of  foreign 
bank  branches  and  agencies  as  though  they  were  subsidiaries 
for  the  purposes  of  applying  the  prohibitions  against  non- 
bank  holdings  of  Section  4  of  the  Bank  Holding  Company  Act, 
on  the  grounds  that  it  would  distort  the  structure  of  that 
Act  in  a  discriminatory  manner  and  would  unnecessarily  re- 
quire a  Federal  regulatory  agency  to  administer  extraterri- 
torial controls  over  the  overseas  activities  of  foreign 
banks,  primarily  to  achieve  a  purpose  better  and  more  directly 
served  by  amending  the  Glass-Steagall  Act  to  the  extent  that 
the  need  is  established. 

3.  The  Institute  opposes,  as  discriminatory,  unnecessary 
and  unworkable,  mandatory  membership  in  FDIC  by  foreign 
bank  branches  and  agencies. 

4.  The  Institute  opposes  the  discriminatory  size  standard 
for  mandatory  membership  in  the  Federal  Reserve  System 
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applied  solely  to  foreign  banks-   All  forms  of  foreign 
banking  in  the  U.S.  should  have  the  option  available  to 
domestic  banks  to  be  nonraembers  and  to  withdraw  from 
membership.   Even  if  Federal  reserve  requirements  can 
be  justified  by  monetary  policy  (which  we  doubt),  no 
Justification  has  been  offered  for  indiscriminately  sub- 
jecting foreign  bank  offices  to  the  entire  Federal  Reserve 
Act,  its  many  regulations  and  its  subjection  of  members 
to  other  Federal  banking  e 


III  Alleged  and  Proposed  Discriminations 


New  York,  California  and,  within  the  last  two  years,  Illi- 
nois are  the  main  states  attracting  foreign  banks..   These  states 
are  motivated  to  augment  and  protect  the  roles  of  their  leading 
cities  as  international  financial  centers.  With- minor  excep- 
tions, foreign  banks  and  the  other  47  states  have  shown  little 
interest  in  each  other.   For  competitive  reasons,  the  inter- 
national foreign  and  domestic  banks  must  follow  the  market  of 
international  commerce  to  the  world  financial  centers.   For- 
eign banks  in  the  U.S.  financial  centers  our sue  primarily 
a  wholesale  banking  business  incidental  to  their  international 
activities.   Thus,  with  a  few  exceptions,  they  compete  in  the 
wholesale  market  with  the  large  big  city  domestic  banks,  and 
not  in  local  retail  markets. 
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The  exceptional  foreign  entry  into  retail  banking  has 
been  successfully  pursued  almost  entirely  through  a  state- 
chartered  subsidiary  branching  within  its  state.   They  are 
regulated  in  essentially  the  same  manner  as  domestic  banks. 
They  are  limited  to  a  single  state  (with  one  two-state  exception 
as  a  result  of  a  grandfather  exemption  under  the  Bank  Holding 
Company  Act,  which  is  no  different  than  that  accorded  to  a 
number  of  domestic  bank  holding  companies  operating  in  more 
than  one  state) .  These  subsidiary  branching  systems  are  owned 
by  registered  bank  holding  companies  and  submit  to  the  non- 
banking  prohibitions  of  Section  4  of  the  Bank  Holding  Company 
Act.   They  carry  Federal  deposit  insurance.   Some  of  them  have 
also  joined  the  Federal  Reserve  System  as  their  growth  requires 
the  benefits  of  membership,  just  as  do  expanding  domestic  banks. 
Thus,  retail  banking  in  the  U.S.  by  foreign  banks  is  not  signi- 
ficantly affected  by  most  of  the  changes  proposed  by  S.9S8. 

S.958  will  make  the  more  modest  objectives  of  wholesale 
banking  more  difficult  to  attain  and  will  have  little  effect 
on  the  few  foreign  bank  subsidiaries  ambitious  enough  to  com- 
pete in  the  retail  domestic  market.  The  result  may  be  that 
S.958  will  discourage  foreign  bank  wholesale  competition  in 
the  U.S.  and  encourage  competition  at  the  retail  level.  The 
only  clear  complaint  about  foreign  bank  competition  arose 
several  years  ago  in  California,  largely  because  of  foreign 
retail  expansion,  it  was  voted  down  in  the  California  legis- 
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The  agencies  of  foreign  banks  are  not  depository  institu- 
tions.  They  exist  only  under  Hew  York  and  California  laws 
which  deny  them  access  to  the  deposit  market  and  do  not  per- 
mit them  to  act  as  fiduciaries.*   They  are  not  banks  within  the 
meaning  of  the  Bank  Holding  Company  Act  and  other  Federal  bank- 
ing laws.   They  compete  with  non-bank  lending  institutions  as 
well  as  in  the  wholesale  banking  market. 

The  issue  of  competitive  advantage  may  well  come  down  to 
the  treatment  of  foreign  bank  direct  branches  (without  an  inter- 
mediate state  subsidiary)  in  the  only  two  states  where  they 
exist  in  significant  numbers.  Hew  York  and  Illinois.   Most  of 
the  recent  new  branches  have  been  in  Illinois,  which  has  success- 
fully promoted  downtown  Chicago  as  a  site  for  foreign  bank 
branches  restricted  to  one  location.   The  branches  compete  with 
the  big  city  international  domestic  banks  for  the  business  of 
depositors  and  borrowers  in  their  home  countries  or  their  U.S. 
subsidiaries  and  for  the  business  of  the  U.S.  based  multi- 
national corporations. 
2.   Regulatory  Diversity  Creates  Differences  but  Not  Unfair 

He  believe  that  some  degree  of  competitive  advantage  or 
disadvantage  from  regulatory  differences  is  inherent  in  the 
diverse  American  system  of  bank  regulation.   It  is  difficult  to 
say  whether  foreign  banks  are  favored  or  disfavored  by  this  system; 
Governor  Mitchell  draws  no  conclusions.  But, we  repeat.it  is  clear 

*  He  include  as  agencies,  in  addition  to  the  non- depository 
Hew  York  and  California  agencies,  the  California  "branches" 
which  differ  only  in  that  they  can  accept  foreign  deposits. 
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that  they  compete  only  with  large  domestic  banks  in  the  wholesale, 
largely  international,  markets,  except  for  the  small  number  of  retail 
banks  which  have  no  regulatory  advantages.   Protecting  the  big 
city  domestic  international  banks  from  foreign  bank  competition, 
who  are  not  asking  Washington  for  such  help,  is  not  an  issue 
commanding  the  same  priority  as  the  other  important  banking 
issues  which  the  Congress  faces.   Those  domestic  banks  opting 
for  national  charters  do  not  seek  equalizing  legislation  to 
offset  differences  arising  from  state  regulation  of  their  com- 
petitors; nor  do  members  of  the  System  seek  legislative  offsets 
to  "advantages"  of  nonmembers.   It  is  a  system  of  choices  of 
benefits  and  restrictions,  intelligently  made,  with  competitive 
implications  taken  into  account  at  the  time,  not  complained  of 
later  on.  To  deny  the  benefits  of  this  diversity  only  to  for- 
eign banks  would  be  clearly  discriminatory  and  cannot  be  justi- 
fied by  comparisons  to  centralized  mandatory  foreign  regulatory 


The  regulation  of  bonks  in  the  United  States  is  unique  in 
the  world  in  that  it  offers  those  regulated  greater  flexibility 
and  diversity  in  choosing  among  methods  of  regulation.   The  most 
important  Federal  banking  regulations  allow  their  jurisdiction 
to  depend  on  whether  or  not  banks  elect  to  submit  to  that  juris- 
diction, which  means  that  the  banks  decide  whether  or  not  the 
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benefits  outweigh' the  restrictions,   Araong  the  major  regulatory 
options  pertinent  to  S.95B  are:  membership  in  the  Federal  Re- 
serve System  which  Imposes  reserve  requirements  and  many  other 
regulations  flowing  from  the  Federal  Reserve  Act!  membership  in 
the  FD1C  with  its  system  of  regulations  as  a  condition  of  ob^ 
taining  deposit  insurance;  the  Bank  Holding  Company  Act  which 
provides  a  method  for  expansion  with  closely  regulated  exemp- 
tions from  prohibited  non-bank  affiliations;  organization  under 
either  Federal  or  state  law.  With  important  resulting  differences 
in  regulation.   The  essentially  discriminatory  nature  of  S.958 
arises  from  the  denial  of  all  these  choices  to  foreign  banks. 
More  specifically,  the  major  discriminations  against  foreign 
banks  in  S.958  are  as  follows: 

(a)  One-state  location  restrictions  on  branches  and 
agencies  engaged  in  wholesale  banking,  proposed  to 
equalize  condition  for  foreign  and  domestic:  banks, 
would  in  fact  accentuate  the  disadvantage  under  which 
foreign  banks  now  operate  in  competition  with  the 
extensive  multi-state  wholesale  banking  activities 

of  their  domestic  competitors. 

(b)  S.958  would  deny  to  branches  and  agencies  the  oppor- 
tunity to  branch  in  secondary  states  which  permit  entry 
explicitly  by  statute,  a  possibility  open  to  domestic 
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(c)  Whereas  domestic  banks  may  elect  to  expand  either 
by  the  subsidiary  route  under  the  Bank  Holding  Company 
Act  restrictions  or  by  branches  under  applicable  Federal 
or  state  statutes,  foreign  banks  are  denied  the  branching 
choice  and  are  compelled  to  become  bank  holding  companies, 
no  matter  what  form  their  U.S.  operations  take. 

(d)  Congress  for  good  reason  limited  the  Bank  Holding 
Company  Act  to  holdings  of  depository  banking  institutions; 
S.958  makes  an  exception  by  applying  that  Act  to  non- 
depository  foreign  bank  agencies  but  to  no  domestic  non- 
depository  institutions. 

(e)  As  recently  pointed  out  by  the  Chairman  of  FDIC, 
mandatory  deposit  insurance  is  not  only  unworkable  but 
is  also  discriminatory. 

(f)  Mandatory  membership  in  the  Federal  Reserve  System 
solely  for  foreign  subsidiaries,  branches  or  agencies, 
which  are  part  of  banking  systems  with  worldwide  assets 
exceeding  $500  million,  is  another  special  rule  to  be 
applied  exclusively  to  foreign  banks.  The  standard  is 
not  only  discriminatory  by  nature  and  intent  but  fails 
to  encompass  about  twenty  domestic  banks  which  exceed 
the  asset  limitation.* 

(g)  Mandatory  membership  in  the  System  incidentally 
imposes  virtually  total  mandatory  federalization  of 
foreign  bank  regulation,  from  control  over  organization 
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to  routine  examination,  making  meaningless  the  choice 
available  to  domestic  banks  between  Federal  or  state 
regulation,  which  is  fundamental  to  the  dual  banking 

We  believe  it  is  misleading  to  justify  the  proposals 
which  are  discriminatory  in  terms  of  the  principle  of 
national  or  equal  treatment  of  foreign  and  domestic  banks. 
If  discriminations  are  imposed,  it  should  be  anticipated 
that  they  will  be  questioned  in  the  light  of  the  bilateral 
and  multilateral  treaties  and  agreements  which  express 
principles  of  non-discrimination  on  which  the  U.S.  has 
provided  world  leadership  in  recent  decades.   The  rhetoric 
of  equal  treatment  cannot  soften  discriminatory  results. 

4 .   Foreign  Bank  Offices  in  the  U.S.  are  Heavily  Regulated. 

The  myth  has  arisen  that  the  U.S.  offices  of  foreign 
banks  have  an  advantage  in  being  under- regulated  relative  to 
U.S.  national  or  state  banks.   In  fact,  foreign  banks  in 
the  U.S.  are  more  heavily  regulated  than  many  domestic  banks. 
At  the  state  level,  they  are  regulated  by  the  banking 
departments  of  New  York  and  California,  and,  more  recently, 
Illinois,  all  money  center  states  with  in-depth  experience 
in  bank  regulation.   These  states  have  learned  to  administer 
reciprocity  successfully  and  to  reflect  national  policy 
as  necessary.   They  have  developed  special  rules  to  assure 
adequate  resources  in  the  U.S.  for  the  protection  of  U. 
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They  know  how  to  examine  banks  which  mainly  operate  in  the 
international  market.   Foreign  bank  applications  for  licen- 
ses or  charters  are  granted  by  New  York,  California  or 
Illinois  only  after  a  full  investigation  of  community  need 
and  prospective  soundness. 

In  addition,  all  foreign  banking  activities  in  the  U.S., 
including  branches  and  agencies,  are  subject  to  significant 
Federal  regulation  and  reporting  because  of  the  foreignness 
either  of  their  ownership  or  of  their  operations.   This 
includes  for  example:   universal  voluntary  compliance  with 
Federal  marginal  reserve  requirements  (Regulation  H) ; 
recordkeeping  required  by,  and  reporting  to,  the  Treaury 
Department  in  connection  with  various  international  trans- 
actions; foreign  exchange  reports  to  Treasury;  monthly 
foreign  bank  status  reports  to  the  Federal  Reserve  Board, 
from  which  the  Federal  Reserve  receives  any  and  all  infor- 
mation it  requests  for  monetary  policy  or  other  purposes- 


Title  VI  of  the  House  Banking,  Currency  and  Housing 
Committee's  FINE  "Discussion  Principles"  seems  to  contemplate 
nu  grandfather  exemption,  despite  fundamental  changes  proposed  f 
existing  businesses  of  foreign  banks,  including  cessation  or 
sale  of  parts  of  these  businesses,  because  of  the  type  of 
activity  or  its  location.   Although  our  concern  here  is  to 
emphasize  the  lack  of  justification  for  each  of  the  proposed 
changes,  we  must  pause  1 
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First,  we  appreciate  Governor  Mitchell's  < 
position  on  grandfathering. 

The  S.958  proposals  are  amendments  to  the  Bank  Holding 
Comapny  Act.  A  consistent  practice  has  developed  as  this  Act 
has  been  extended  over  new  classes  of  domestic  banks  from 
time  to  time  to  avoid  retroactive  destruction  of  investments 
in  banking  and  other  businesses.  To  discriminate  by  denying 
grandfather  exemptions  only  to  foreign  banks,  in  violation  of 
treaty  obligations  and  principles  on  which  the  U.S.  has  pro- 
vided world  leadership,  would  be  hard  to  understand.  Grand- 
fathering should  be  provided  at  least  to  those  changes  poten- 
tially requiring  di vesture  or  cessation  of  a  type  of  business. 

The  grandfather  dabs  should  be  the  date  when  foreign  banks 
know  the  intention  of  Congress;  the  date  of  enactment  of  legis- 
lation.  It  should  in  no  event  be  earlier  than  the  date  of 
reporting  a  bill  out  of  your  Committee.   The  S.958  date  of 
December  3,  1974,  has  been  followed  by  continuing  uncertainty 
as  to  the  likelihood  of  legislation  during  which  banking  plans 
should  not  be  expected  to  be  held  in  suspense. 

IV  Growth  of  Foreign  Banks  in  the  U.S.  Has  Been 

Beneficial  to  the  U.S.  and  Consistent  with  World 

The  widespread  assumption  of  extraordinary  foreign  bank 
growth  in  the  U.S.  may  go  to  the  question  of  whether  foreign 
bank  legislation  is  too  urgent  to  wait  for  the  legislative 
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decisions  mentioned  earlier,  which  may  equally  affect  foreign 
and  domestic  banks.   However,  there  is  no  suggestion  in  any  of 
the  various  proposals  for  foreign  bank  regulation  that  the  pur- 
pose is  to  curtail  the  growth  of  foreign  banks  in  the  United 
States  because  they  have  too  much  of  this  country's  banking 
business. 

The  growth  of  foreign  bank  operations  in  the  U.S.  is  not 
one  of  the  many  problems  facing  the  domestic  banking  industry. 
A  $50  billion  increase  in  foreign  bank  assets  in  the  united 
States  in  ten  years"  is  a  response,  which  should  have  been  antici- 
pated and  welcomed,  to  the  growth  of  U.S.  banking  activities 
abroad,  the  growth  of  multi-national  banking  worldwide  and  the 
growth  of  international  trade  and  investment  worldwide. 

As  of  June  30,  1975,  the  assets  of  foreign  branches  of  U.S. 
banks  were  about  three  times  that  of  the  assets  of  all  forms  of 
foreign  banking  in  the  United  states. 

The  United  States  has  more  banks  in  the  top  100  banks  of 
the  world  than  any  other  country.   The  U.S.  banks  are  better 
represented  in  the  world's  leading  financial  centers  than  the 
banks  of  any  other  country.   If  New  York  City,  the  leading  fin- 
ancial center  of  the  world,  failed  to  attract  and  hold  the  pre- 
sence of  most  of  the  largest  banks  in  the  world,  there  would  be 
cause  for  concern  about  the  future  role  of  that  city  as  an  inter- 
national financial,  monetary  and  payments  center  and  perhaps  also 


'  Except  as  otherwise  noted,  all  statistical  sources  in  this 
statement  originate  with  the  Federal  Reserve  Board  Bulletin, 
its  monthly  summaries  of  foreign  bank  reports  and  its  other 
published  data. 
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about  the  role  of  the  U.S.  dollar  as  the  leading  means  foe  inter- 
national payments. 

If  there  were  cause  to  worry  over  foreign  invasion  of 
U.S.  banking  markets,  the  critical  fact  would  be  the  relative 
levels  of  deposits  because  deposits  are  the  basis  on  which 
commercial  banking  is  built.   Giving  the  benefit  of  all  inter- 
pretations, foreign  banks  have  less  than  3%  of  all  U.S.  com- 
mercial banking  deposits.   A  large  part  of  these  deposits  are 
comprised  of  deposits  of  foreign  customers,  of  U.S.  affili- 
ates of  foreign  corporations,  of  foreign  central  banks,  of 
foreign  affiliated  banks  and  of  other  foreign  banks.   The 
comparable  figures  on  U.S.  bank  invasion  of  the  banking  markets 
of  foreign  countries  are  in  most  cases  many  times  grater. 

Even  if  you  are  willing  to  compare  the  growth  of  foreign 
banking  in  the  U.S.  and  U.S.  banking  abroad  solely  in  terms 
of  assets,  the  last  two  years  or  even  the  last  ten  years  are 
misleading  periods.   U.S.  banks  made  their  surge  in  expansion 
abroad  between  ten  and  twenty  years  ago  and  led  the  way  to- 
wards multi-national  banking.   The  other  major  capital  exporting 
countries  have  followed  in  the  last  ten  years,  particularly  in 
the  last  several  years. 

The  rate  of  foreign  bank  expansion  into  the  United  States 
may  well  have  peaked,  because  of  the  confluence  of  various 
stimulating  economic  factors  over  the  last  several  years,  as 
pointed  out  in  Appendix  VIII  of  the  Foreign  Direct  Investment 
Report  of  the  Commerce  Department.   There  has  been  less  than  a 
1%  increase  in  assets  during  the  first  half  of  1975,  while  the 
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growth  of  D.S.  banking  abroad  in  the  lorn  of  branches  alone 
has  grown  about  6%  in  the  same  period. 

Taking  the  period  since  the  Federal  Reserve  Board  began 
to  develop  proposals  for  further  Federal  regulation  of  foreign 
banks,  from  December  1972  through  June  1975,  the  rate  of  growth 
of  foreign  bank  assets  in  the  United  States  and  all  U.S.  domes- 
tic bank  assets  abroad  has  been  111%  and  108*,  respectively, 
about  the  sane.   This  is  the  period  during  which  some  expected 
that  foreign  banks  would  be  rushing  to  enter  the  United  States 
before  the  much  discussed  restrictions  on  entry  became  law. 
During  this  critical  period,  assets  of  foreign  branches  of 
U.S.  banks  (not  counting  overseas  subsidiary  assets)  expanded 
by  $84  million,  compared  to  an  expansion  of  the  assets  of  all 
forms  of  foreign  banking  in  the  United  States  by  530  billion. 

To  improve  further  the  perspective  on  growth,  we  should 
break  down  the  formsof  foreign  bank  activity  which  allegedly 
have  advantages  over  domestic  banks. 

Governor  Mitchell's  statistics  show  foreign  bank  growth 
in  the  last  two  years  to  be  roughly  one  half  attributable  to 
agencies,  one  quarter  to  subsidiaries  and  one  quarter  to 
branches.   A  large  part  of  these  subsidiary  assets  are  those 
of  the  small  number  of  subsidiaries  branching  intra-state  into 
retail  banking.   The  most  rapid  foreign  bank  expansion  in 
recent  years  has  resulted  from  one-shot  acquisitions  by  those 
few  banks  electing  to  compete  in  the  retail  markets  through 
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state  chartered  banks  with  intra-state  branching  systems. 
These  retail  banking  systems  do  not  have  the  advantages  alleged 
by  proponents  of  foreign  bank  legislation,  as  explained  earlier. 
Thus,  subsidiary  growth,  one  quarter  of  foreign  bank  assets  in 
the  U.S.,  is  to  a  large  extent  irrelevant  to  the  issues  pre- 
sented by  S.958. 

The  agencies  of  foreign  banks  are  not  depository  insti- 
tutions.  As  mentioned  earlier,  they  exist  only  under  New  York 
and  California  laws,  which  deny  them  access  to  the  market  for 
deposits  and  the  opportunity  to  act  as  fiduciaries.   They  are 
not  banks  within  the  meaning  of  the  Bank  Holding  Company  Act 
and  other  Federal  banking  laws.   Their  domestic  competitors 
are  not  only  the  big  wholesale  banks  but  also  non-bank  lending 
institutions  of  various  types.   The  growth  of  agencies,  about 
half  of  all  foreign  bank  assets,  is  of  questionable  signifi- 
cance to  the  issues  at  hand. 

Thus,  only  the  growth  of  branch  assets,  one  quarter  of 
foreign  bank  assets  in  the  U.S.,  seems  clearly  relevant. 

It  is  important  to  bear  in  mind  that  the  growth  of  foreign 
bank  activities  in  the  U.S.  has  been  beneficial  to  the  U.S. 
economy  as  well  as  essential  to  the  continuing  growth  and 
prosperity  of  U.S.  banks  abroad.   The  Commerce  Department 
Foreign  Investment  Report's  Appendix  VIII  on  foreign  banks 
sums  up  the  contribution  of  foreign  banks  in  the  United 
States  as  follows: 
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■They  employ  thousands  of  persons,  stimulate 
domestic  production  by  financing  exports  and 
making  domestic  loans,  increase  the  levels  of 
activity  in  the  financial  markets,  and  provide 
financial  services  to  some  ethnic  groups  who 
might  otherwise  not  be  able  to  obtain  them." 
{Appendix  VIII,  page  26). 
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PART  TWO;   KEY  ISSUES 

V   Multi-State  Banking 

1. 

Existing  law  and  practice  effectively  limits  foreign  banks 
seeking  to  compete  in  U.S.  retail  markets  to  the  same  one-state 
restrictions  as  apply  to  domestic  banks.   As  pointed  out  earlier, 
retail  banking  can  best  be  done  by  foreign  banks  through  subsidi- 
aries which  branch  within  one  state.   They  are  subject  to  Section 
3(d)  of  die  Bank  Holding  Company  Act,  which  restricts  banking  in  any 
secondary  state  except  as  expressly  authorized  by  a  statute  of 
that  state.   The  multi-state  banking  issue,  therefore,  relates 
solely  to  the  wholesale  banking  market. 

2.   In  Wholesale  Markets  Large  Domestic  Banks  Do  Far  More 
Multi-State  Banking  than  Foreign  Banks. 

Domestic  banks  are  generally  restricted  from  full-line  de- 
posit bank  branching  outside  their  principal  state.   However, 
this  by  no  means  prevents  them  from  vigorously  competing  in  the 
wholesale  banking  market  and  the  market  for  financial  and  other 
services  related  to  banking.   This  opportunity  takes  various 
forms,  which,  put  together,  make  up  a  formidable  capability: 
loan  production  offices;  operating  non- depository  subsidiaries; 
grandfathered  multi-state  holdings  of  banks  by  bank  holding  companies; 
multi-state  4(c)(8)  closely  related  activities  of  bank  holding 
companies;  and  Edge  Act  Corporations. 
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(aj   Loan  Production  Offices:  Hon -Depository  Subsidiaries. 
Commercial  banks  are  permitted  to  own  and  operate  "loan 
production  offices"  and  subsidiaries  without  regard  to 
state  branching  laws.   Loan  production  offices  can  be  out- 
side the  state  of  the  owning  bank,  as  can  a  subsidiary  and 
its  branches.   While  neither  type  of  organization  can  offer 
full  banking  services,  they  do  enhance  the  geographic 
flexibility  of  domestic  banks.   Because  detailed  data  on 
the  number  and  location  of  loan  production  offices  and 
operating  subsidiaries  are  not  readily  available,  we  treat 
them  together.   However,  evidence  that  this  dimension  of 
domestic  bank  activities  is  very  large  in  relation  to  for- 
eign bank  activities  in  secondary  states  is  presented  in  a 
continuing  series  of  recent  case  studies  of  large  bank  multi- 
state  activities  in  the  American  Banker,  the  conclusions 
of  which  are  summarized  below. 

(b)   Grandfathered  Multi-State  Banking.   As  of  December  31, 
1974,  there  were  eight  U.S.  bank  holding  companies  which, 
under  the  Douglas  Amendment  to  the  Bank  Holding  Company 
Act  of  1956,  held  banks  in  more  than  one  state.   The  holding 
companies,  the  states  in  which  they  owned  banks,  and  the 
number  of  banks  in  each  state  are  listed  in  Exhibit  A 
We  have  no  data  on  additional  multi-state  grandfathered 
activities  of  domestic  banks  resulting  from  the  1970  one- 
bank  holding  company  amendments  to  that  Act.   There  have 
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been,  to  our  knowledge,  no  complaints  about  these  multi- 
state  activities,  nor  has  the  Congress  felt  the  need  to 
review  them  as  being  contrary  to  the  regulatory  principles 
of  soundness  and  competition. 

(c)   Exempted  "Closely  Related"  Activities  of  Bank  Holding 
Companies.   While  bank  holding  companies  have  been  restric- 
ted since  1956  to  a  single  state  with  respect  to  ownership 
of  banks,  acquisitions  and  de  novo  activities  in  non-bank 
areas  permitted  as  "closely  related"  to  banking  under 
Section  4{c) (8)  of  the  Bank  Holding  Company  Act  are  not 
restricted  in  terms  of  geography.   Bank  holding  companies 
have  not  been  slow  to  use  this  flexibility  in  the  period 
since  1970  when  the  law  was  amended  to  expand  these  exemp- 
tions, as  shown  in  the  table  below: 


Activity 


Acquisitions 


Mortgage  Banking 
Real  &  Personal 

property  Leasing 
Investment  Services 
Insurance  Activities 
Finance  Company 

[Commercial,  Consumer 
i  Insurance  Premium 
Financing) 
Data  Processing 
Factoring 
Trust  Operations 
Industrial  Banking 
Community  Welfare 

Investments 
Miscellaneous 

Totals 


Source:   Federal  Reserve  Board 
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The  interstate  acquisitions  and  activities  shown  in  the 
table  above  do  not  demonstrate  the  full  range  of  such 
activities  as  they  do  not  include  non-bank  activities 
entered  into  across  state  lines  by  "one  bank  holding 
companies"  prior  to  1970. 

(d)   Edge  Act  Corporation  Offices,  under  Section  25(a).  of 
the  Federal  Reserve  Act,  member  banks  may  invest  in  sub- 
sidiaries engaged  in  overseas  banking,  established  in 
domestic  locations  outside  the  state  of  the  parent.   Exhibit 
B   demonstrates  that  these  corporations  provide  a  substan- 
tial interstate  capability  as  of  June  30,  1975.  While 
they  may  not  accept  domestic  deposits,  except  those  inci- 
dental to  or  for  the  purpose  of  international  transactions, 
they  are  fully  competitive  for  loans.   They  are  most  active 
in  wholesale  international  banking,  as  are  the  foreign  ban* 
branches  and  agencies.   They  can  readily  serve  as  "loan 
production  offices"  for  domestic  borrowings  and  many  domes- 
tic banks  contend  that  they  vigorously  compete  on  behalf 
of  their  parent  for  domestic  corporate  deposits  as  well. 
The  American  Banker  reported  recently  (December  2)  that 
over  ten  years  the  assets  in  California  of  Edge  Act  Corporatic 
increased  15-fold,  far  exceeding  the  growth  rates  of  for- 
eign banks  and  domestic  banks  over  the  same  period. 
The  combined  effect  of  these  multi-state  activities,  as 
reported  in  the  American  Banker's  continuing  series  is  summarized 
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in  Exhibit  C.   It  shows  that  11  domestic  banxs  have 

1,550  offices,  other  than  their  home  state  branches,  in  up 

to  34  states.   By  comparison  44  foreign  banks  have  67  operating 

locations,  largely  in  3  states,  outside  the  state  of  their 

main  business.*  Existing  law  permits  uninhibited  multi-state 

wholesale  banking  and  financing  by  domestic  hanks.   Foreign 

bank  opportunities  are  far  more  limited,  largely  due  to  state 

restrictions.   To  illustrate  how  these  figures  are  composed, 

we  are  appending  as  Exhibit   D   one  of  the  serials  which 

covers  Bank  of  America  nationwide  activites. 

3.   A  Premature  One-State  Restriction  on  Branches  and  Agencies 
Bucks  a  Legislative-Regulatory  Trend  toward  Liberalization. 

Por  action  to  be  taken  now  which  would  reduce  the  degree 
of  multi-state  flexibility  enjoyed  by  foreign  banks  in  the 
United  States  would  be  premature  and  contrary  to  events  promis- 
ing a  trend  to  multi-state  flexibility  by  domestic  banks  which 
include  the  following: 

{a)  Your  Chairman's  accouncement  that  this  Subcommittee 
will  make  a  thorough  review  of  the  McFadden  Act  andrela- 
ted  limitations  on  the  branching  authority  of  U.S.  banks 
domestically. 

(b)  The  House  Banking  Currency  and  Housing  Committee 
report  entitled  FINE  Study  Discussion  Principles  pro- 
poses in  paragraph  9  of  Title  I  to  liberalize  banking 
among  the  larger  cities. 

*  From  Table  17  of  Appendix  to  Governor  Mitchell's  Dec.  12,  197 
statement  before  the  House  Subcommittee  on  Financial  Institu- 
tions Supervision,  Regulation  and  Insurance. 
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(c)  The  State  of  Maine  last  year  was  the  first  state 

to  pass  a  statute,  effective  January  1,  1978,  which  pro- 
vides for  reciprocal  instecstate  holding  company  acqui- 
sitions of  banks. 

(d)  The  Comptroller  of  the  Currency  has  issued  regula- 
tions relating  to  CBCTs  (consumer  bank  communication 
terminals)  which  permits  their  installation  within  a  50- 
mile  radius  irrespective  of  state  boundaries;  though 
currently  being  challenged,  they  represent  a  significant 
test  of  geographic  restraints  in  the  face  of  new  technology. 


There  is  no  basis,  as  is  commonly  supposed,  for  a  Federal 
anti-competitive  one-state  territorial  restraint  on  banking. 
The  McFadden  Act  and  other  Federal  statutes  were  intended  to 
conform  to  the  dual  banking  system  by  accommodating  restrictive 
State  banking  policy  towards  encroachment  by  out-of-state  banks. 
Both  New  York  and  California  welcome  and  admit  foreign  banks, 
even  though  they  have  their  major  U.S.  activities  in  other 
states.   By  contrast,  the  Federal  Reserve  is  now  proposing  a 
one-state  restriction  which  does  not  even  leave  room  for  states 
to  authorize  entry  expressly  by  statute,  as  does  Section  3(d) 
of  the  Bank  Holding  Company  Act  for  all  domestic  state  banks. 
5.958  would  contravene  established  Hew  York  and  California 
policy  and  squelch  the  positive  recent  efforts  of  Illinois  and 
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perhaps  other  states  in  the  future  to  legislate  1 
foreign  banks  to  an  aspiring  Financial  center  city.   The  par- 
pose  may  be  to  spur  liberalizing  state  legislatior., 
proposal  Eeems  anti-competitive  and  inconsistent  v.-. 
Federal  Government's  broader  economic  policies.   ?- .-. 
pent  of  Justice  has  better  reflected  traditional  Fad) 
taste  for  geographic  restraints  in  its  testimony  in  ?*■»  Boca* 
FINE  hearings. 


VI   Non-Bank  Affiliations 


To  Treat  Branches 


i-Bank  ftffi 


Holding    Company   Act    t 


i    Subs-Jij _-.-:- 


mid   r.iz-T:..--  ':  E 


?;. 


S.95B  proposes  that  foreign  bank  branches  anc 
treated  as  though  they  were  subsidiaries  in  ortie-r 
under  the  restrictions  against  non-bank  holdings  m  * 
presently  contained  in  Section  4  of  the  Bar 
The  Act  has  not  been  applied  to  bank  branches  az  *=— 
foreign  or  domestic-owned.  To  do  50  would 
ture  which  is  designed  to  regulate  ■:■.■-.:.. 
this  point,  the  Association  of  Bank  Bolc_ 
last  September  to  the  House,  Bar': 
mittee  on  the  Federal  Reserve  Boar 
the  application  of   the  Bank   Hoic-- 
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branches  and  agencies,  calling  it  a  "legal  fiction"  inviting 
misinterpretations  of  Federal  and  state  statutes  governing 
domestic  banking  activities. 

We  submit  that  it  is  discriminatory  to  apply  that  Act  as 
though  foreign  branches  and  agencies,  and  not  domestic  branches, 
were  subsidiaries  owned  by  their  head  offices.   It  is  more 
sharply  discriminatory  to  apply  an  Act  clearly  focused  on  de- 
pository institutions,  because  of  the  potential  of  abuses  by 
those  permitted  to  take  the  public's  freely  deposited  money, 
to  a  class  of  n on- depository  institutions,  namely,  foreign  bank 
agencies,  solely  because  of  foreign  ownership. 

2.   Experience  with  the  Foreign  Bank  Holding  Company  Exemption 
Indicates  that  the  Hon- Bank  Affiliation  Issue  has  Little 
Practical  Significance. 

The  Section  4  prohibition  is  peppered  with  many  exemptions 
because  Congress  has  found  that  many  non-bank  affiliations  may 
be  useful  or  at  least  harmless.   One  of  these  (Section  4(c)(9)) 
reflected  congressional  recognition  in  1970  that  foreign  banks 
are  permitted  many  non-bank  affiliations  abroad  and  that  these 
affiliations  might  be  expected,  increasingly  in  a  world  of 
growing  international  commerce,  to  do  business  in  the  United 
States.   The  Congress  left  it  to  the  expertise  of  the  Federal 
Reserve  Board  to  define  by  regulations  what  exemptions  appli- 
cable to  foreign  bank  holding  companies  would  be  permitted  with- 
out conflicting  with  the  essential  objectives  of  the  Act.   The 
reason  for  this  restraint  still  makes  sense:   in  the  absence 
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of  abuse,  the  Federal  Feserve  Board  should  not  become  unnec- 
essarily entangled  in  direct  regulation  of  foreign  banks,  re- 
quiring disclosure  and  policing  of  shareholdings  abroad  to  an 
extent  without  precedent  in  many  foreign  countries. 

The  resulting  FRB  regulations  under  Section  4(c)(9)  are 
concerned  with  whether  the  foreign  bank  holding  company  is 
mostly  active  abroad,  whether  the  non-bank  holding  is  mostly 
active  abroad  and  whether  the  U.S.  activities  are  incidental 
to  foreign  or  international  business.   However,  securities 
affiliations  prohibited  by  the  Glass-Steagall  Act  were  ex- 
pressly not  exempted  by  the  FRB  regulations,  so  that  foreign 
and  domestic  bank  holding  companies  are  treated  alike  in  this 

This  recent  history  is  pertinent  because  it  tells  us  some- 
thing about  the  extent  of  the  problem  of  non-bank  holdings  by 
foreign  banks  with  U.S.  activities.   There  have  been  very  few 
divestitures  ordered  by  the  Federal  Reserve  Board,  only  one 
involving  a  controlling  interest  in  a  securities  subsidiary  and 
the  others  involving  smaller  businesses  without  significance 
to  bank  competition  or  to  the  economy. 

Section  4(c)(9)  and  the  exemptive  regulations  issued  there- 
under were  intended  to  compromise  the  principle  of  equal  treat- 
ment with  the  recognition  that  many  foreign  banks  have  more  fli»«»i 
activities  than  domestic  banks  and  the  U.S.  Government  should  h«> 
restrained  from  attempting  extraterritorial  regulation  of  the 
affairs  of  foreign  banks.   Special  FRB  forms  were  developed 
for  registration  and  reporting  by  foreign  bank  holding  companies 
to  avoid  undue  disclosure  of  information  not  required  to  regu- 
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late  their  activities  in  the  U.S.   It  will  be  much  more  diffi- 
cult to  draw  this  line  in  the  case  of  home  offices  and  their 
branches  and  agencies,  which  are  a  single   legal  entity,  than 
in  the  case  of  separately  incorporated  parents  and  subsidiaries. 
The  problem  could  bear  some  resemblance  to  the  difficulties 
which  FDIC  has  perceived  in  the  extraterritorial  administration 
of  its  Act. 

We  draw  the  conclusion  (a)  that  foreign  banks  do  not,  to 
any  significant  extent,  have  non-bank  holdings  which  would  not 
be  exempted  under  Section  4  and  (b)  that  coverage  of  branches 
and  agencies  would  require  a  troublesome  degree  of  control  and 
reporting  requirements  imposed  by  the  U.S.  Government  on  the 
foreign  activities  of  foreign  banks. 

3.   If  Securities  Affiliations  Require  Special  Restrictions, 
the  Application  of  the  Glass-Steagall  Act  to  Foreign 
Shareholders  Should  be  Reviwed  in  Hearings  on  the 
Banking  and  Securities  IndustriesT 

Some  proponents  of  the  need  for  new  legislation  lean  heavily 
on  the  Glass-Steagall  issue.   They  show  special  interest  in 
those  controlling  foreign  bank  interests  in  securities  firms, 
almost  entirely  in  New  York  City,  which  engage  primarily  in  the 
distribution  and  dealing  in  securites  for  foreign  account.   A 
Senate  subcommittee  is  reviewing  Glass-Steagall  policy.   It  should 
consider  whether  that  Act  should  be  extended  to  foreign  share- 
holders, including  banks,  in  the  context  of  the  advantages  and 
disadvantages  of  foreign  investment  in  the  U.S.  securities  in- 
dustry, as  well  as  in  the  context  of  commercial  bank  regulation. 
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We  doubt  that  the  full  scope  of  this  issue  fits  easily  into 
the  subject  of  S.958. 

He  suggest  that  the  problem  of  securities  affiliations  is 
limited  to  foreign  bank  branches.  Subsidiaries  *xm   already 
covered  and  agencies  are  non-depository  institutions  which  pro- 
bably were  not  intended  to  be  covered  by  the  Glasa-Steagall  Act. 

Leas  than  a  dozen  foreign  bank  branches  have  securities 
affiliations  Of  any  kind}  some  of  these  represent  holdings  of 
voting  shares  not  exceeding  5%,  too  small  to  be  covered  by  Sec- 
tion 4  of  the  Bank  Holding  Company  Actj  and  some  are  not  engaged 
in  the  type  Of  securites  activities  which  would  be  prohibited 
by  the  Glass-Steagall  Act  if  it  were  made  applicable.   The  Fed- 
eral Reserve  has  said,  upon  proposing  S.958,  that  the  securites 
affiliates  "have  little  competitive  impact  within  the  securities 
or  banking  industries".   If,  nonetheless,  the  Subcommittee  de- 
cides to  pursue  this  subject,  testimony  should  be  taken  from  the 
securities  firms  which  are  affiliated  with  foreign  banks  in 
order  to  determine  whether  their  activities  are  of  a  type  which 
conflict  with  the  Glass-Steagall  policy  reflected  in  existing 
or  proposed  legislation  applicable  to  domestic  banks. 

While  not  disagreeing  in  principle  with  the  stated  national 
or  equal  treatment  purpose  of  S.95B,  we  would  point  out  that 
the  Glass-Steagall  issue  poses  a  needless  confrontation  with 
those  foreign  banks  and  central  banks  which  are  concerned  with 
reciprocity.   The  foreign  banks  are  engaging  in  securities 
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activities  in  order  to  compete  at  home  and  in  most  parts  of 
the  world.   U.S.  banks  engage  in  these  activities  abroad.   To 
the  extent  that  foreign  banks  are  engaged  in  securities  activi- 
ties in  the  united  States  in  a  manner  incidental  to  the  securi- 
ties activities  which  are  an  integral  part  of  their  foreign- 
owned  businesses,  it  would  seem  unnecessary  to  take  a  purist 
approach  to  the  addage  "in  Rome  do  as  the  Roman*  do". 

Finally,  our  earlier  comments  to  the  effect  that  non-dia- 
crimination  requires  grandfather  exemptions  applies  as  much  to 
securities  affiliates  as  to  the  divestiture  of  any  other  type 
of  business. 


The  justification  for  mandatory  Federal  deposit  insurance 
must  either  be  a  perceived  need  to  protect  the  public  deposi- 
tors (the  purpose  of  the  Federal  Deposit  Insurance  Act)  or  a 
novel  concern  that  the  uninsured  have  a  competitive  advantage 
over  insured  institutions.   As  pointed  out  earlier,  foreign  banks 
are  generally  disinterested  in  the  retail  banking  market,  with 
the  exception  of  those  few  subsidiary  banks  which  branch  intra- 
state for  retail  purposes.  The  latter,  for  a  combination  of 
business  reasons  and  for  reasons  of  state  law,  are  all  members 
of  FDIC.   Thus,  the  issue  concerns  only  those  foreign  bank 
offices  which  do  not  deal  with  the  depositing  public  to  any 
significant  extent. 
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It  seems  obvious  that  mandatory  insurance  should  not 
apply  to  agencies  which  do  not  take  deposits.   The  deposit 
business  of  branches  is  composed  of  foreign  customers,  sub- 
sidiaries of  foreign  corporations  or  the  multi-national  u.s. 
corporations.   As  the  chairman  of  the  PDIC  has  contended,  the 
deposit  business  of  foreign  banks  is  not  with  bank  customers 
requiring  the  FDIC  type  of  protection. 

He  cannot  believe  that  a  serious  argument  is  being  made 
that  insurance  should  be  required  of  institutions  not  dealing 
with  a  public  requiring  FDIC  protection  in  order  to  burden 
them  with  an  unnecessary  cost  merely  because  some  of  their 
competitors  incur  that  cost  and  reap  the  rewards  of  the  in- 
i  by  increasing  free  funds  from  depositors. 


VIII  Foreign  Banks  have  So  On fair  Competitive  Advantage 
Resulting  from  their  Election  Not  to  be  Members 
of  the  System    — - — 


U.S.  banks  subject  themselves  to  the  reserve  requirements 
of  the  Federal  Reserve  System  as  a  matter  of  choice.  Any  state 
bank  may  choose  not  to  belong  to  the  System  or  to  withdraw,  and 
a  national  bank  can  exercise  the  sane  privilege  by  converting 
to  a  state  charter.  For  so  long  as  the  Congress  permits  state 
banks  to  be  non-members,  it  would  be  discriminatory  and  ineffectual 
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to  imposn  mandatory  membership  in  the  System  or  Federal  reserve 
requirements  on  foreign  bank  activities  in  the  U.S.  Over  60% 
of  the  domestic  banks,  about  20  of  which  have  assets  exceeding 
$500  million,  have  elected  to  be  non-member  banks.  If  there 
are  competitive  advantages  to  non-membership ,  which  is  doubt- 
ful, they  are  widely  shared  in  the  domestic  banking  industry. 
2.   Hon-Membershlp  in  the  System  Conveys  no  Clear  Advantages. 

Contrary  to  a  growing  misrepresentation,  foreign  banks' 
U.S.  activities  are  not  free  from  reserve  requirements.   State 
chartered  subsidiary  banks  are  subject  to  state  reserve  require  - 

Branches  of  foreign  banks  operate  under  state  laws  and 
are  also  subject  to  reserve  requirements  equivalent  to  those 
imposed  on  state  chartered  banks.   Even  in  Illinois,  where 
state  chartered  non-members  Of  the  System  are  not  subject  to 
reserve  requirements,  foreign  branches  are  required  by  the 
state  to  maintain  reserves  equal  to  those  required  by  the 
Federal  Reserve  Board  of  state  member  banks.   Likewise,  re- 
serve policies  of  New  York  and  California  reflect  Federal  re- 
serve policy. 

In  addition,  some  objectives  similar  to  those  of  reserve 
requirements  are  met  by  the  so-called  108  per  cent  rule,  under 
which  obligations  payable  in  U.S.  funds  must  be  held  in  the 
state  of  domicile  equal  to  108  per  cent  of  the -.branch's  liabilities. 
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This  requirement  is  imposed  on  branches  in  those  two  ststas 
in  which  foreign  bank  branches  are  mainly  located  (New  York 
and  Illinois),  and  they  must  be  weighed  in  the  equation  of 
competitive  advantage.  Thus,  branches  of  foreign  banks  clearly 
have  no  advantages  over  state  non-member  banks. 

It  should  be  recognized  that  reserve  requirements  place 
a  special  burden  on  the  foreign  banks,  because  their  sources 
of  funds  are  different  from  those  of  domestic  banks.   Being 
foreign,  they  have  relatively  less  access  to  interest-free  de- 
mand deposits  or  ether  low-cost  sources  of  funds,  and  must  rely 
to  a  much  greater  extent  on  purchases  of  Federal  funds  from 
other  banks  or  on  issuing  certificates  of  deposit  at  market 
rates.   Funds  advanced  from  head  offices  or  affiliates  abroad 
carry  with  them  the  relatively  high  costs  of  acquiring  those 
funds  in  foreign  money  markets.  Although  we  know  of  no  rele- 
vant statistics,  these  factors  lead  us  to  believe  that  the  for- 
eign bank  activities  in  the  U.S.,  with  the  possible  exception 
of  the  few  subsidiaries  branching  intra-state  for  the  retail 
market,  necessarily  have  higher  costs  of  funds  than  do  domestic 
banks.  Subjecting  foreign  banks  to  mandatory  Federal  reserve 
requirements  would  place  them  at  a  cost  of  funds  disadvantage 
relative  to  domestic  banks. 

Obviously,  any  advantages  of  non-membership  in  the  System 
are  offset  by  the  System's  benefits  to  those  who  opt  to  accept 
its  restrictions,  e.g.,  the  discount  window,  the  wire  transfer 
system  and  other  available  services.   It  should  also  be  noted 
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that  reserves  imposed  on  Eurodollar  or  other  foreign  loans 
(even  though  U.S.  offices  of  foreign  banks  are  all  voluntarily 
complying)  would  be  ineffective,  if  foreign  banks  were  disposed 
to  avoid  this  cost,  because  the  loans  could  readily  be  made 
from  their  offices  outside  the  U.S. 


The  Federal  Reserve  Board  justification  for  S.9SS  has  been 
quite  general  with  respect  to  monetary  policy.   A  separate  and 
accompanying  statement  prepared  for  the  Institute  of  Foreign 
Bankers  by  Carter  B.  Golembe  Associates,  Inc.  takes  the  posi- 
tion that  the  extending  of  the  Federal  system  of  reserve  re- 
quirements to  all  U.S.  offices  of  foreign  banks  would  not  help 
in  any  significant  way  with  United  States  money  problems. 

The  total  assets  and  liabilities  of  the  foreign  bank  offices 
in  this  country  are,  of  course,  large  in  absolute  terms.  But  the 
operations  of  these  offices  do  not  involve  movements  of  funds 
which  would  be  large  in  relation  to  the  Federal  Reserve  System's 
capacity  to  offset  any  unwanted  changes  in  this  country's  money 
markets.   Hence,  these  operations  do  not  appear  to  pose  a  signi- 
ficant problem  for  monetary  policy.   Obviously,  the  Federal  Reserve 
does  need  information  about  banking  operations  in  this  country, 
but  it  has  ample  access.   Foreign  banks  operating  in  the  United 
States  already  supply  more  data  through  their  monthly  reports 
than  do  the  domestic  non-member  banks  and  have  always  supplied 
whatever  data  have  been  requested. 
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The  other  point  of  greatest  importance  is  that  the  opera- 
tions of  U.S.  offices  represent  only  a  very  small  part  of  tl» 
total  dollar  assets  and  liabilities  of  foreign  banks.   The  much 
larger  dollar  totals  of  the  foreign  banks  are  a  necessary  con- 
comitant of  the  paramount  position  of  the  U.S.  dollar  as  a 
medium  of  world  trade  and  the  position  of  our  major  cities  as 
international  financial  centers.   Our  monetary  authority  could 
indeed  have  serious  problems  arising  from  flows  or  potential 
flows  of  dollars  between  other  countries  and  the  U.S.  But  the 
more  important  international  pressures  and  movements  are  not 
dependent  upon  the  foreign  banks  having  offices  here.   Effec- 
tive dealing  with  problems  of  these  kinds  would  depend  upon  in- 
ternational economic  negotiations  of  very  broad  scope.   It  would 
therefore  not  be  realisitc  to  expect  the  regulation  of  the 
U.S.  offices  of  foreign  banks  to  achieve  any  significant  re- 
sults in  governing  the  movement  of  funds  into  or  out  of  this 
country. 

He  think  it  clear  that  foreign  bank  activities  in  the 
United  States  are  effectively  responsible  to  Federal  Reserve 
Board  monetary  policy  as  a  result  of  New  York.  California  and 
Illinois  reserve  requirements!  which  are  coordinated  with  Federal 
policy,  and  as  a  result  of  universal  voluntary  compliance  with 
Federal  Reserve  Board  Regulation  K  reserve  requirements,  at  the 
request  of  the  Federal  Reserve  Board.  He  are  also  impressed  by 
the  growing  body  of  professional  opinion  that  any  shortcomings 
of  Federal  Reserve  System  jursdiction,  resulting  from 
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the  election  of  over  60%  of  the  domestic  banks  not  to  join 
the  System,  is  of  relatively  minor  significance  to  the  capa- 
bilities of  the  Federal  Reserve  Board  to  influence  the  supply 
of  money  and  credit. 

An  incidental  question  is  whether  non- depositary  foreign 
bank  agencies  should  be  included  in  any  proposal  for  mandatory 
Federal  reserve  requirements.   Agencies  are  not  subject  to 
domestic  reserve  requirements,  state  or  Federal,  because,  not 
being  banks  in  the  ordinary  sense,  they  are  not  permitted  to 
accept  domestic  deposits.   Domestic  non-bank  lending  institu- 
tions are  also  free  of  reserve  requirements.   Neither  have 
deposits  on  which  reserves  might  be  maintained  but  both  have 
credit  balances,  which  are  maintained  for  purposes  of  specific 
transactions,  unlike  deposits.   Savings  and  loan  associations, 
savings  banks,  finance  companies,  factors  and  othemwho  extend 
credit  are  not  subject  to  bank-type  regulations. 

Although  it  is  not  clear,  there  Is  cause  for  concern  that 
the  Federal  Reserve  Board  might,  if  5.9SB  is  passed,  broaden 
the  definition  of  deposits  to  cover  credit  balances  for  the 
purpose  of  extending  the  reach  of  its  reserve  requirements. 
To  so  classify  credit  balances  would  disregard  state  and  Fed- 
eral classifications  of  long  standing. 

It  is  important  to  understand  that  credit  balances  main- 
tained by  agencies  and  other  domestic  non-bank  lenders  are 
different  than  the  deposits  maintained  by  banks  and  have  never 
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been  subjected  to  Federal  or  state  reserve  requirements  becauae 
of  that  difference.  The  credit  balances  are  liabilities  to 
customers  that  ariae  out  of,  or  are  related  to,  business  trans- 
actions conducted  by  the  agency  or  other  lander  for  a  customer. 
Examples  are  funds  received  as  proceeds  of  a  draft  collected 
for  the  customer,  or  cash  collateral  for  a  letter  of  credit, 
or  the  balance  of  a  loan  that  the  customer  has  not  yet  used, 
or  payments  for  drafts  discounted  for  a  customer.   The  customer 
may  not  draw  checks  against  these  credit  balances,  or  maintain 
such  balances  for  purposes  unrelated  to  transactions  with  the 
agency.   These  balances  normally  change  rapidly  as  transactions 
are  completed.   Because  of  their  special  origin,   use  and  dura- 
tion, they  do  not  serve  as  a  means  by  which  an  agency  can  acquire 
funds  for  its  lending  purposes.  For  these  reasons,  crsdit  balan- 
ces are  essentially  similar,  not  to  bank  deposits,  but  to  the 
customer  accounts  maintained  by  non-banks,  such  as  finance 
companies,  stock  brokers  and  factors.  He  want  to  emphasize 
that  agency  credit  balances,  lumped  with  deposits  in  the  Fed- 
eral Reserve  statistics,  are  not  the  type  of  funds  which  should 
be,  or  have  been  in  the  past,  subject  to  Federal  or  state  re- 
serve requirements  of  any  kind. 

Assuming  that  concern  about  the  international  movements 
of  money  and  credit  may  lead  to  painstaking  negotiations  over 
the  years  ahead  among  governments  and  central  banks,  we  see 
nothing  gained  by  the  U.S.  taking  the  lead  in  attempting  to 
legislate  a  solution  to  this  complex  problem. 
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We  should  add  that   foreign  bank  offices  in  the  U.S.   would 
properly  be  subjected  to  mandatory  Federal  reserve  requirements 
at  any  time  when  such  requirements   are  imposed  universally  on 
domestic  banks,   as  the  Federal  Reserve  Board  has  proposed. 
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U.  S.  BANK  HOLDING  COMPANIES  W1TI1  BANKS  IN  MORE  TKW  ONE  STATE 
Docaaber  31,  1974 

1,      Western  Bancorporation,  Los  Angeles,  California 

Arizona  (2) 

California  (1) 
Colorado  (J] 
Idaho  (1) 
Montana  (I) 

Nevada  (2) 
New  Mexico  (S] 
Oregon  (1) 
Utah  (1) 
Washington  (1) 
Wyoming  (3) 

Total  -■  23 

'  2.      Finairciol  Ceneral  Corporation,  Washington,  D.  C. 

District  of  Colunbia  (2) 
Georgia  CD 
Maryland  (3) 
New  York  (3) 
Tmne^see  (1) 
Virginia  (8] 

Total  --  18 

3.      First  Bank  System,  Inc.,  Minneapolis,  Minnesota 

Ulruiosotn  £«)  ■ 

Maitniiu  (lb) 
North  ItakotB  (M] 
South  LukoU  (7) 
Wisconsin  (1) 

Total  --  86 


Sourcat  Fadaral  Raaarva  Board 
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Northwest  Bancoi-porotion,  Minneapolis,  Minnesota 

low  (6) 
Minnesota  (49) 
Montana  (7) 
Nebraska  (5) 
North  Dakota  (0) 
South  Dakota  (4) 
Wisconsin  (1) 

Total  --  81 

Otto  Bremer  Foindution,  St.  Paul,  Minnesota 

Minnesota  (16) 
Jfarth  Dakota  (9) 
Wisconsin  (4) 

Total  -  29 

General  Bancsliarcs  Cori,oli,tiojl.  St.  Louis,  Missouri 

Illinois  (J) 

Missouri   (7) 
Tennessee  (1) 

Total  --11 

Hamilton  Barn;  stares,   Inc.,  Cliattanoppa ,  Tennessee 

Georgia  (2) 
Tennessee  (Ki) 

Total  --  18 

First  Security  Corporation,  Salt  Uike  City,  Utah 

Idaho  (1) 
Utah  (S) 
Wyoming  (U 
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Bank  of  America  National  Trust  6  Savings  Association,  Son  Prancisco,  Calif  out 

(1)  Danerical  International  Financial  Corporation,  San  Francisco 

(2)  Bank  of  America,  New  York 

(3)  Bank  of  America  International  of  Florida,  Miami 

(4)  Bunk  of  America  International  of  Chicago,  Chicago 

(5)  Bank  of  America  International  of  Texas,  Houston 
Bank  of  Boston     International,  New  York 

(1)  Bank  of  Boston  International,  Los  Angeles 

(2)  Bank  of  Boston  International,  Miami 

Bank  of  California,  N.A.,  San  Prancisco,  California 
(1)    Bank  of  California  International,  New  York 
Bankers  Trust  Company,  New  York 

(1)  Bankers  International  Corporation,  New  York 

(2)  Bankers  Trust  International  (Midwest)  Corporation,  Chicago 

(3)  Bankers  Trust  International  (Southwest)  Co  qio  ration,  Houston 

(4)  Bankers  Trust  International   (Miami)  Corporation,  Miami 

(51     Bonkers  Trust  International  (Pacific)  Corporation,  Los  Angeles 

Control  National  Bank,  Cleveland,  Ohio 

(1)    Central  Cleveland  International  lkmk.  Now  York 

Chase  Manhattan  Corporation,  N.A.,  New  York,  N.  Y. 

(1)  Chase  International  Investment  Corporotion,  New  York 

(2)  Chase  Bank  International -Los  Angeles,  Ja>s  Angeles 
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(3)  Chase  Bank  International-Miami,  Miami 

(4)  Qiase  Manhattan  Overseas  Hanking  Corporation,  New  York 

(5)  Chase  Bank  Interna tional-Chica go,  Chicago 

(6)  Chase  Bank  International -Houston,  Houston 
Chemical  Bank,  New  York,  New  York 

(1)  Chemical  International  Finance,  Ltd.,  New  York 

(2)  Qumical  Bunk  International  of  Chicago,  Chicago 

(3)  Chemical  Bank  International  of  Ran  Francisco,  San  Francisco 
Citizen?  S  Southern  National  Bank,  Savannah,  Georgia 

(1)  Citizen*  6  Southern  International  Bank,  Miami 

(2)  Citizens  f|  Southern  International  Lank  of  New  Orleans,  New  Orleans 

(3)  Citizens  S  Soutlicm  International  Corporation,  Atlanta 
Connecticut  Bank  fi  'Jrust  Company,  Hartford,  Connecticut 

(1)     Connecticut  Bank  International,  New  York 

Continental  Illinois  National  Rank  5  Trust  Company,  Chicago,   Illinois 

(1)    Continental  Bank  International,  New  York 

[Z)    Continental  Bank  International  [Pari  Fie),  Ins  Angeles 

(3)  Continental  Bank  International   (Texas),  Houston 

(4)  Continental  International  Finance  Corporation,  Chicago 

Crocker  National  Bank 
San  Francisco,  California 

(1)  Crocker  International  Bank,  Hew  York 

(Z)  Crocker  International  Corporation,  San  Francs  I  co 

(3)  Crocker  Interna tfnwil  Development  Corporal  ion.  Sun  Francisco 

(4)  Crocker  Mid-America  International  llank,  Chicago 
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(1]     Fidelity  International  Bank,  New  York 

First  National  Bank  of  Chicago 
Chicago,  Illinois 

(1)  First  Chicago  International  Banking  Corporation,  New  York 

(2)  First  Chicago  International  Finance  Corporation,  Chicago 

(3)  First  Chicago  International  in  Los  Angeles,   l,os  Angeles 

(4)  First  Chicago  International  in  Sun  Francisco,  San  Fn 


(1)  First  National  City  Dank  (Interii'uerica) ,  Miami 

(2)  First  National  City  Bank  (International -Chicago),  Giicogo 

(3)  First  National  City  Bank  (International -Houston),  Houston 

(4)  First  National  City  Bank  (international -Los  Angeles),  Los  Angeles 

(5)  First  National  City  Bank  (International -Son  Francisco),  Sim  Francisco 

(6)  First  National  City  Overseas  Investment  Corporation,  New  York 

First  Wisconsin  Rnnkshnres  Corporation 

Milwaukee,  Wisconsin 

(1)    First  Wisconsin  International  Bank,  New  York 


(1)     Girard  International   Hank,  New  York 


!y  Google 


(2)  Irving  International  Financing  Corporation,  New  York 

(3)  Irving  Trust  Company  International -Pacific,  Los  Angeles 

Manufacturers  Hanover  Trust  Company 
New  York,  New  York 

(1]     Manufacturers  Hanover  Rank  International   (Los  Angeles),  Los  Angeles 

(2)  Manufacturers  llanovcr  International  Banking  Corporation,  New  York 

(3)  Manufacturers  llanovcr  International  Finance  Corporation,  New  York 

Mellon  Bank,  N.A. 
Pittsburgh,  Pennsylvania 

(1)    Me.''. Ion  Bank  International,  New  York 

Morgan  Guaranty  Trust  Conpany 
Nov  York,  New  York 

(1)  Morgan  Guaranty  International  Eank  of  San  Francisco,  San  Francisco 

(2)  Morgan  Guaranty  International  Bank  of  Houston,  Houston 

{3)     Morgan  Guaranty  International  Finance  Corporation,  New  York 

National  Bank  of  Cor.morcc  of  Seattle 
Seattle,  Washington 

(1)  International  Hank  of  Cowncrco,  Los  Angeles 

(2)  National  Bonk  of  Coiiuioice  of  Seattle  (International) ,  New  York 

North  Carolina  National  Bank 
Charlotte,  North  Carolina 

(1)     NCNB  International  Banking  Corporation,  New  York 

The  Northern  Trust  Companv 
Chicago,   Illinois 

(1)  'Hie  Northern  Trust  In  tenia  lionn]   Dunking  Ikiiiw  ration,  Now  York 

(2)  Northern  Trust  Iiitcrumeriam  Bank,  Miami 
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Philadelphia  National  Bank,  Philadelphia 

(1)    Philadelphia  International  Bonk,  New  York 

(2D    Philadelphia  International  Investment  Corporation,  Philadelphia 

Ranier  National  Bank 

Seattle,  Washington 

(1)  Ranier  International  Bank,  Los  Angeles,  Los  Angeles 

(2)  Ranier  International  Bank,  New  York,  Km  York 

Security  Pacific  National  Bank 
Los  Angeles,  California 

(1)  Security  Pacific  International  Dank,  New  York 

(2)  Security  Pacific  Overseas  Corporation,  Los  Angeles 

State  Street  Bank  5  Trust  Company 
Boston,  Massachusetts 

(1)     State  Street  Bank  Bor.ton  International,  New  York 

United  California  Bank 
Los  Angeles,  California 

(1)  United  California  Hunk  International,  New  York 

(2)  United  California  Overseas  Investment  Corporation,  Los  Angeles 

Wachovia  Bank  f,  Trust  Company,  N.A. 
Winston-Salem,  North  Carolina 

(1)  Wachovia  International  Investment  Corporation,  Winston -Sales 

(2)  Wachovia  International  Banking  Corporation,  New  York 

Wi'lls  Fargo  Rank,  N.A. 
Sin  Pranclsco,  California 

(1)    Hells  Fargo  Rank  international,  New  York 

{2}    Nells  l;nrgo  lntoraHericnn  Bank,  Miami 
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EXHIBIT      C 


American  Banker 
Issue 

Number 
of  Offices 
Bank  or           In  Secondary 
Holding  Co.             States 

Of 

States 

Oct. 

23/75 

BankAmerica  Corp. 

336 

32 

Oct. 

29/75 

Citicorp 

2S4 

34 

NOV. 

5/75 

Manufacturers  Hanover  Corp. 

151 

15 

Nov. 

13/75 

Chemical  Now  York  Corp. 

121 

15 

Nov. 

20/75 

First  Chicago  Corp. 

26 

9 

Dec. 

4/75 

Security  Pacific  Corp. 

45 

13 

Doc. 

12/75 

First  National  Boston  Corp. 

33 

11 

Dec. 

22/75 

First  Pennsylvania  Corp. 

263 

25 

Dec. 

29/75 

Philadelphia  National  Corp. 

94 

15 

Jan. 

6/76 

North  Carolina  National  Bank 

122 

7 

Jan. 

13/76 

Citizen  and  Southern  National 
Bank 

40 

9 

Jan. 

21/76 

Pittsburg  National  Corp. 

35 

15 
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Nationwide  Spread  of  BHCs:  336  Nonbank 
Offices  of  BankAmerica  Corp.  in  32  States 
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336  Nonfaiok  Offices  of  BankAmerica  Corp. 
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Senator  McIntyke.  This  memorandum,  is  all  this  for  the  record! 

Mr.  PrrrMAN.  There  are  two  statements  we  would  like  to  see  in  the 
record.  One  is  the  40-page  statement  of  the  institute.  Then  there  is  a 
shorter  statement  prepared  by  Golembe  Associates  on  monetary  pol- 
icy, referred  to  in  our  statement.  They  should  both  be  included  in  the 
record. 

Senator  McInttbe.  They  will  both  be  included  in  the  record  with- 
out objection. 

[The  document  follows :] 
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Foreign  Banking  Activities  in  the  United  States 
and  U.  S.  Monetary  Policy 


Prepared  for 

The  Institute  of  Foreign  Bankers 

By 

Golembe  Associates,  Inc. 

January  1976 
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Qir  research  and  consulting  fin  of  Golerabe  Associates  has  been  retained  by 
the  Institute  of  Horeign  Bankers  to  analyze  various  issues  relating  to  the 
regulation  of  foreign  banks.     In  that  capacity,  we  were  asked  to  prepare  the 
present  brief  statement  regarding  the  impact  of  foreign  banks'  U.  S.  operations 
on  domestic  and  U.  5.  Monetary  policy. 

It  has  been  alleged  in  various  quarters  that  the  U.  S.  operations  of  foreign 
banking  entities  frustrate  or  weaken  U.  S.  monetary  policy  efforts.     For  example, 
in  a  set  of  "Discussion  Principles"  drawn  up  in  connection  with  a  current 
study  for  the  House  Committee  on  Banking,  Currency  and  Housing,  it  was  stated 
that: 

...foreign  bank  branches  and  agencies  escape  the  restrictions  of 
araber  bank  reserve  requirements.     The  branches  and  agencies,  which 
control  same  80  percent  of  total  foreign  bank  assets  here,  have  been 
able  to  tap  the  Eurodollar  market  for  purposes  of  lending  in  the  II.   S. 
without  posting  reserves.     Domestic  banks,  on  the  other  hand,  have 
reserve  requirements  imposed  on  their  identical  Eurodollar  borrowing. 
In  the  period  July-October,  1974,  when  money  was  tight  and  domestic 
banks  had  a  reserve  requirement  of  8  percent  on  the  use  of  Euro- 
dollars for  domestic  purposes,  foreign  agencies  and  branches  brought 
$1.8  billion  of  Eurodollars  into  the  United  States,  and  lent  11.4 
billion  to  credit -starved  u.  S.  corporations  and  $.4  billion  to  banks 
willing  to  pay  as  much  as  13  percent  for  short-term  finds.     As  the 
Federal  Reserve  Board  has  recognised,  this  freedom  from  reserve 
requirements  for  foreign  banks  doing  business  in  the  United  States 
seriously  hampers  the  Board's  monetary  policies. 

From  our  discussion  below,  however,  it  seems  clear  that  the  II.  S.  operations 
of  foreign  banks  do  not  hamper  monetary  policy  in  this  country.     While  the 
potentials  for  large-scale  international  flows  of  funds  do  raise  problems  for 
monetary  policy,  regulation  of  the  U.  S.  offices  of  foreign  banks  could  not  help 
significantly  in  that  area. 
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Unfortunately,  beyond  ex  cathedra  pronouncements,  the  Federal  Reserve  has 
not  provided  evidence  of  such  harm  to  monetary  policy  even  by  non-member  domestic 
banks,  let  alone  foreign  banks.  Without  attempting  to  provide  such  an  analysis 
here,  it  would  seem  useful  to  review  the  exact  nature  of  foreign  banking  entities 
vis-a-vis  reserve  requirements,  to  examine  the  magnitude  of  their  U.  S.  operations 
relative  to- various  financial  aggregates,  and  to  reflect  briefly  on  the  role  of 
reserve  requirements  in  monetary  policy. 

It  is  important  to  differentiate  among  the  different  types  of  foreign  banking 
entities  in  the  United  States.  A  first  group  is  subsidiary  banks,  which  are 
chartered  in  the  United  States,  under  state  or  federal  law,  and  are  subject  to  all 
the  regulations  of  any  other  domestic  bank.  Thus,  a  national  bank  subsidiary  or 
a  state  member  bank  subsidiary  is  fully  subject  to  all  Federal  Reserve  regulations, 
including  reserve  requirements.  Those  that  are  state  non -members  are  subject  to 
state  reserve  requirements.  These  foreign-owned  subsidiaries  accounted  for  19 
percent  of  the  assets  of  all  foreign  banking  entities  in  the  United  States  and 
for  about  half  of  their  deposits. 


The  second  group  of  foreign  banking  entities  in  the  United  States  c 
of  brandies.  Licensed  by  the  states,  these  branches  of  foreign  banks  are  fully 
subject  to  state  law  and  regulation,  including  state  reserve  requirements.  Even 
in  Illinois  where  there  are  no  state  reserve  requirements  for  non-member  banks, 
branches  of  foreign  banks  are  required  to  maintain  reserves  equal  to  those  that 
state  member  banks  would  be  required  to  maintain. 

Thus,  both  subsidiaries  and  branches  of  foreign  banks  in  the  U.  S.  are 
subject  to  either  state  or  federal  reserve  requirements.  And,  with  regard  to  the 
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above- referenced  marginal  reserve  requirement  on  Eurodollar  borrowing  by  domestic 
banks,  non-member  subsidiaries  and  U.  S.  branches  of  foreign  banks  were  requested, 
by  the  Federal  Reserve,  to  voluntarily  maintain  equivalent  reserves  and  they  have 
done  so  without  exception. 

The  assets  of  foreign  banks'  U.  S.  operations  total  about  156  billion  and 
their  deposits  about  $18  billion.     Of  these  deposits,  we  estimate  that  about 
one-third  are  already  subject  to  Federal  Reserve  System  reserve  requirements  and 
the  remainder  are  subject  to  state  reserve  requirements.     Thus,  subsidiary  banks 
and  branches  of  foreign  banks,  whose  assets  total  approximately  129  billion  of 
the  $S6  billion  total,  are  subject  to  reserve  requirements,   state  or  federal. 
It  is,   therefore,  very  difficult  to  perceive  how  either  of  these  groups  of 
foreign  banking  entities  might  have  frustrated  monetary  policy. 

This  leaves  the  agencies  of  foreign  banks.     Agencies  are  not  permitted  to 
accept  domestic  deposits  and  thus  are  not  truly  operating  as  banks  here.     Is 
there  cause  for  special  concern  with  agencies?    Agencies  lend  money,  mostly  for 
international  transactions.     They  may  hold  credit  balances  related  to  such 
transactions  and  may  borrow  money.     Their  domestic  sources  of  funds  are  clearly 
subject  to  the  impact  of  domestic  monetary  policy.     Agencies,  however,  obtain 
substantial  sources  of  finds  from  abroad,  frequently  as  advances  from  head 
offices.     As  of  August,   1975,  the  total  "due  to  related  institutions  abroad" 
for  all  U.  S.  operations  of  foreign  institutions  was  about  $21  billion  (in- 
cluding subsidiaries  and  branches  which,  as  already  noted,  are  subject  to 
reserve  requirements).     The  total  for  agencies  (including  New  York  investment 
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companies)  was  about  (13  billion. 

To  the  extent  that  it  is  knowledge,  as  distinguished  from  control,  that  the 
Federal  Reserve  needs,  it  is  already  getting  monthly  reports  on  these  totals,  as 
will  be  discussed  further  below.  But,  are  the  potential  magnitudes  a  problem? 
It  seems  highly  unlikely.  Related  institutions  abroad  must  fund  their  operations, 
too.  Thus,  to  increase  advances  to  U.  S.  affiliates  sharply  would  mean  a  curtail- 
ment of  other  foreign  activities  or  aggressive  borrowing  in  the  Eurodollar  market. 
Doing  either  on  a  scale  which  would  be  significant  relative  to  the  aggregate 
size  of  U.  S.  financial  markets  or  to  System  capacity  to  affect  the  money  supply 
is  not  likely.  Even  the  relatively  large  Eurodollar  Market,  currently  estimated 
at  about  $230  billion,  could  not  absorb  massive  borrowing  without  driving  rates 
up.  If  rates  abroad  rise  sharply,  these  costs  must  be  passed  on  in  the  event 
of  advances  from  head  office  to  U.  S.  agencies,  which  would  raise  the  price  of 
credit  to  U.  S.  customers.  Furthermore,  the  average  cost  of  funds  used  by  U.  S. 
branches  and  agencies  of  foreign  banks  is  reportedly  already  equal  to  or  above 
that  of  competing  U.  S.  banks.  Thus,  an  effort  to  bring  large  sums  of  money 
into  U.  S.  markets  when  the  Syston  was  applying  restrictive  monetary  policy  would 
soon  produce  effects  consistent  with  System  efforts  —  higher  costs  of  credit 
on  a  restricted  supply. 

What  is  the  potential  magnitude  of  increase  in  funding  from  abroad?  During 
the  period  covered  by  Federal  Reserve  data  since  1972,  the  largest  increment 
in  amounts  due  by  foreign  banking  institutions  in  the  United  States  to  directly 
related  institutions  abroad  over  any  three-month  period  was  12.7  billion.  Evm 
assuming  a  tripling  of  that  amount  to  JS  billion,  an  aMount  which  would  have  the 
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self- correcting  impact  described  above,  the  System  would  seem  well  equipped  to 
cope  with  the  problem.  As  of  late  September  1975,  the  Board  of  Governors  reported 
that  total  Federal  Reserve  Bank  holdings  of  U.  S.  Government  securities  stood  at 
close  to  $30  billion.  Much  of  this  would  be  available  as  needed  for  Open  Market 
Committee  sale  if  it  were  desired  to  reduce  reserves;  it  is  relevant  to  note 
that  about  $20  billion  of  these  securities  were  short-jerm  issues  maturing  within 
90  days. 

The  figures  suggest  that  the  System  should  be  able  to  cope  readily  with  any 
imaginable  magnitude  of  activity  by  agencies  of  foreign  banks.  It  should  be 
further  noted  that  foreign  agency  lending  is  but  a  tiny  fraction  of  total  non- 
bank  credit  activity.  As  of  June  30,  1975,  total  loans  of  savings  and  loan 
associations  were  $261  billion,  of  raitual  savings  banks  $80  billion,  and  of  life 
insurance  companies,  $112  billion.  Installment  credit  extended  by  finance 
companies  was  $38  billion,  by  other  non-bank  financial  lenders  was  $26  billion, 
and  by  retailers  was  $18  billion.  In  the  face  of  these  magnitudes,  it  is  difficult 
to  get  excited  even  about  total  loans  of  all  U.  S.  operations  of  foreign  banks 
to  other  than  directly  related  institutions,  amounting  to  under  $30  billion,  let 
alone  the  considerably  smaller  total  of  agency  loans. 

The  basic  flaw  in  the  claim  that  foreign  banks  should  be  subject  to  a  legal 
reserve  requirement  in  order  to  prevent  their  hampering  monetary  policy,  is  the 
fact  that  reserve  requirements  siaply  are  not  essential  to  monetary  policy.  The 
primary  tool  utilized  by  the  Federal  Reserve  is  open  market  operations.  With 
this  tool,  the  System  has  ample  capacity,  as  pointed  out  above,  to  offset  any 
influences  on  the  supply  of  bank  reserves  which  are  exogenous  to  Federal  Reserve 
operations  and  which  would  lead  to  changes  that  would  conflict  with 
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Federal  Reserve  plans.  Furthermore,  there  is  no  conclusive  evidence  that  the 
money  stock  could  be  more  precisely  controlled  by  "universal  membership"  or 
mandatory  reserve  requirements.  Various  academic  studies  of  the  subject  dispute 
the  System's  claim  that  Federal  Reserve  System  reserve  requirements  cm  non-member 
bank  deposits  are  needed  for  monetary  control.  In  a  recent  study  of  this  issue 
published  in  the  September  1974  Journal  of  Finance,  the  author  concluded: 

None  of  the  tests  reported  in  this  paper  supports  the  contention 
that  the  FRS  reserve  requirements  are  needed  on  non-member  bank 
deposits  for  precision  in  monetary  control.  Indeed,  all  of  the 
tests  indicate  that  the  non-member  banks  have  been  a  moderate  source 
of  stability  for  Federal  Reserve  control  of  the  money  stock  --  without 
non-member  banks  Federal  Reserve  control  would  have  been  slightly  more 
unstable  than  it  was  in  fact.l/ 

If  Federal  Reserve  requirements  are  not  necessary  for  non -member  banks  with 
total  assets  of  over  $200  billion,  and  deposits  of  $175  billion,  it  is  difficult 
to  believe  they  are  necessary  for  U.  S.  operations  of  foreign  banking  institutions 
with  total  assets  of  $56  billion  and  total  deposits  of  only  $18  billion  (and  a 
substantial  portion  of  the  latter  already  subject  to  System  reserve  requirements). 

If  the  argument  over  compulsory  membership  or  System  reserve  requirements 
really  is  over  the  issue  of  more  knowledge  rather  than  control,  the  answer  is 
more  frequent  reporting.  In  this  regard,  foreign  banking  institutions  in  the 
United  States  are  already  providing  more  detailed  and  regular  data  to  the  Federal 
Reserve  than  are  domestic  non-members,  through  the  foreign  institutions'  monthly 
balance  sheet  reports.  They  have  always  supplied  whatever  data  have  been  requested. 


1/  Starleaf,  Dennis  R. ,  Journal  of  Finance  (September  1975). 
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If  mandatory  or  universal  Federal  Reserve  System  reserve  requirements  are 
not  necessary  for  Monetary  policy,  there  would  appear  to  be  no  reason  to  single 
out  foreign  institutions  from  among  all  non-members  as  being  especially  detri- 
mental to  aonetary  policy,  and  thus  deserving  of  special  concern  of  the  Congress. 

If,  by  chance,  regulation  of  the  U.  S.  activities  of  foreign  banks  is 
viewed  as  a  means  of  control  over  the  influence  of  international  dollar  flows 
upon  the  monetary  situation  in  the  united  States,  this  represents  a  yearning  for 
an  era  long  since  gone.  The  total  of  assets  denominated  in  dollars  that  are  now 
held  by  foreign  banks  is  a  considerable  multiple  of  the  assets  of  their  U.  S. 
branches  and  subsidiaries.  Because  of  the  growth  in  this  total  of  assets,  and 
in  the  banks'  corresponding  dollar  liabilities  --  the  whole  being  the  often 
referred  to  "Eurodollar  market"  --  the  aggregate  ability  of  these  banks  to  move 
dollar  payments  into  or  out  of  this  country  has  correspondingly  increased. 

The  U.  S.  activities  of  foreign  banking  institutions  are,  therefore,  but 
the  tip  of  an  iceberg  as  far  as  the  potential  influence  of  foreign  banks  is 
concerned,  and  the  Eurodollar  market  in  which  they  operate  is  of  a  size  and 
degree  of  complexity  that  make  unilateral  efforts  at  regulation  fruitless.  If 
significant  new  costs  or  restraints  are  placed  on  foreign  agencies  or  branches, 
loans  funded  in  Eurodollars  will  merely  be  booked  abroad  in  the  agency's  or 
branch's  head  office  or  one  of  its  foreign  affiliates.  Nor  are  reserve  requirements 
an  effective  method  of  controlling  the  size  of  the  Eurodollar  market.  When 
such  controls  have  been  unilaterally  imposed  in  the  past,  business  merely  shifted 
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It  seems  undeniable  that  our  monetary  authority  could  have  real  problems 
arising  from  flows  or  potential  flows  of  dollars  between  other  countries 
and  the  U.  S.  And  we  mist  expect  that  the  very  large  total  dollar  assets  and 
liabilities  of  foreign  banks,  which  mate  such  shifts  possible,  will  continue, 
because  they  are  a  necessary  concomitant  of  the  paramount  position  of  the  U.  S. 
dollar  as  a  medium  of  world  trade  and  the  position  of  our  major  cities  as 
international  financial  centers. 

It  needs  to  be  emphasized,  however,  that  the  more  important  international 
pressures  and  movements  do  not  arise  frcm  the  maintaining  of  offices  here  by 
foreign  banks.  These  problems  would  exist  even  if  the  foreign  banks  didn't 
have  U.  S.  offices  at  all,  and  the  ability  to  manage  and  transfer  funds  without 
branch  offices  becomes  even  greater  with  advances  in  the  technology  of  com- 
munications and  money  transfers.  Effective  dealing  with  broad  problems  of  these 
kinds  would  depend  upon  international  economic  negotiations  of  very  wide  scope. 
It  would  therefore  not  be  realistic  to  expect  the  regulation  of  the  U.  5. 
offices  of  foreign  banks  to  achieve  any  significant  effect  in  governing  the 
movement  of  funds  into  or  out  of  this  country. 
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Senator  McInttre.  I  will  ask  these  questions  to  your  lead  witness, 
Mr.  Hollos. 

If  any  of  you  wish  to  comment — if  you  are  in  agreement  with  his 
answer  pass  it  up.  If  you  would  like  to  modify  it  or  add  to  it,  fine. 

Lord  O'Brien  has  indicated  that  bankers  from  the  Common  Mar- 
ket countries  are  generally  sympathetic  to  the  thrust  of  the  Federal 
bill.  Since  you,  too,  represent  foreign  banking  interests,  how  do  you 
explain  the  difference  between  Lord  O'Brien's  position  and  your  own  * 

Do  you  understand  the  question,  Mr.  Hollos? 

Mr.  Hollos.  If  I  understand  well,  you  are  asking  about  the  differ- 
ence in  approach  ? 

Senator  McIntyre.  Difference  in  your  opinions. 

You  voiced  your  opinions,  all  of  you,  and  they  seem  to  be  contra- 
dictory to  the  statement  of  Lord  O'Brien. 

Mr.  Hollos.  If  I  understood  Lord  O'Brien,  he  said  well,  if  you  in 
your  wisdom  introduce  new  legislation,  that  is  your  privilege,  which 
we  say,  too. 

Obviously  there  can't  be  any  contradiction. 

And  he  says,  well,  there  are  certain  exceptions,  or  provisions  we 
would  like  to  change,  says  Lord  O'Brien,  in  the  bill,  which  we  say, 
too. 

And  he  was  pleading  for  grandfathering  which  we  do,  too. 

So  the  difference  I  see  is  really  simply  this:  we  may  be  more  con- 
versant with  what  is  going  on.  We  feel  that  the  introduction  of  the 
bill  was  done  in  1974  before  proposals  for  domestic  bank  reform, 
which  make  S.  958  in  1976  premature. 

We  feel  it  is  not  logical  legislation  for  foreign  banks  and  we  may 
be  faced  with  the  necessity  of  doing  it  all  over  in  2  years  if  in  your 
wisdom  other  proposals  which  have  been  discussed  and  considered  by 
committees  of  the  Senate  and  the  House  may  change  the  overall  treat- 
ment of  the  banking  system. 

Is  that  fair  to  say  that  that  is  really  the  difference? 

Senator  McIntyke.  Any  other  witness? 

Mr.  Pittman.  I  would  like  to  add  one  word.  I  think  there  is  a  dif- 
ference, not  only  in  tone,  but  in  substance,  as  I  understood  what  Lord 
O'Brien  said. 

I  think  the  answer  to  your  question  must  be  we  are  speaking  for 
the  management  of  71  foreign  banking  facilities  that  would  be  affect- 
ed by  this  legislation  that  are  in  the  United  States. 

We  have  studied  this  very  closely  for  the  last  3  years  and  have  come 
to  a  certain  conclusion. 

The  institute  members  are  all  together  on  that  conclusion. 

Lord  O'Brien  is  speaking  for  associations  of  bankers  in  many  coun- 
tries in  Europe  and  I  would  respectfully  suggest  that  he  is  therefore 
three  steps  removed,  through  the  home  offices  of  these  banks,  through 
their  trade  associations  in  each  of  these  countries  and  through  the 
EEC  Banking  Federation. 

I  think  that  may  account  for  some  of  the  difference  in  views. 

Senator  McInttre.  It  may  be  that  the  subcommittee  will  determine 
it  just  a  matter  of  the  approach.  I  think  Lord  O'Brien  says  we  agree 
that  if  you  want  to  regulate  these  banks  that  are  operating  in  this 
country  of  yours  in  any  particular  way  you  want  to  treat  is  your 
business,  and  I  agree. 
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But  he  did  say,  I  think,  toward  the  end  of  the  questioning  that  if 
he  had  his  druthers,  as  we  say,  if  he  had  his  preference,  that  lie  would 
far  prefer  nothing. 

I  don't  think  I  misquote  him  on  that. 

Anyway,  we  will  examine  the  record  more  closely. 

Are  there  any  others  who  wish  to  add  to  that! 

[No  response".] 

On  page  7,  you  indicate  that  apart  from  New  York,  California, 
Illinois,  there  seems  to  be  little  incentive  for  foreign  banks  to  expand 
into  other  States. 

Do  you  see  this,  gentlemen,  as  a  lack  of  expansion  into  other  States 
continuing  into  the  future? 

Mr.  Hollos.  My  personal  opinion  would  be,  yes.  I  remember  the 
Swiss  Bank  operation  explaining  to  me  when  they  went  to  California 
it  happened  that  the  mayor  and  Governor  wrote  them  a  letter  and 
said  please  come  here,  we  would  like  to  have  foreign  banks. 

Now,  the  record  is  pretty  clear.  They  thought  about  it  and  said  we 
would  like  to  be  an  international  financial  center. 

It  seems  to  me  that  maybe  local  enthusiasm  and  conviction  that 
foreign  banks  can  bring  something  there  is  really  the  triggering 
point. 

Senator  McIxtyre.  Disagree,  agree? 

[No  response.] 

Any  further  testimony  ? 

[No  response.] 

All  right.  In  his  testimony,  had  Deputy  Secretary  Gardner  of  the 
Treasury  Department  spoke  of  the  need  for  Federal  oversight  in  de- 
veloping an  orderly  pattern  of  regulation  for  the  future.  Do  you  eon- 
test  the  need,  or  do  you  doubt  the  need  for  such  Federal  oversight  ? 

Mr.  de  Luca  ? 

Mr.  de  Luca.  If  I  may.  Mr.  Chairman,  I  think  we  do  not  at  all 
contest  the  need  or  the  right  to  decide  to  have  Federal  oversight  pro- 
vided it  were  for  everybody  and  according  to  the  principle  of  equal 
treatment. 

In  this  case  it  is  the  foreign  banks  that  are  singled  out  for  Federal 
oversight,  and  everything  remains  status  quo  for  the  domestic  banks. 

Senator  McIxtyre.  But  yon  agree  it  is  premature,  we  don't  really 
need  any  Federal  oversight  now  ? 

Mr.  he  Luca.  I  would  say  it  might  be  premature  because  there  are 
standards  under  consideration  and  it  might  be  worthwhile  waiting 
some  time  and  come  out  with  complete  legislation  on  the  subject  ap- 
plying to  all,  yes,  sir. 

Senator  McTntyre.  Any  further  expansion! 

Mr.  Bitterly.  I  would  like  to  add  to  my  colleagues  remarks. 

From  our  viewpoint  the  Federal  Government  is  now  getting  all  the 
information  I  would  suggest  they  can  digest,  and  by  Federal  over- 
sight they  would  not  gather  additional  information. 

Thank  you. 

Senator  McIntyhk.  How  do  you  see  the  future  development  of 
foreign  banking  activity  in  the  United  States!  Will  it  continue  to  be 
more  wholesale  oriented,  or  do  you  see  an  increasing  emphasis  on 
the  retail  banking  business,  Mr.  Hollos? 
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Mr.  Holloa.  I  think  that  if  you  are  talking  about  branches,  it  will 
continue  to  be  wholesale  banking.  Those  few  exceptions  where  a  few 
banks,  for  instance,  in  New  York  cater  to  the  minority  group  retail 
market  are  really  not  important  and  they  incorporate  to  do  it. 

I  think  that  a  successful  retail  business  can  only  be  done  by  a  local 
chartered  bank  which  has  the  same  FDIC  insurance  and  the  same 
considerations  as  the  other  banks  or  finance  companies  against  which 
they  compete. 

Therefore,  I  think  that  if  you  talk  about  the  foreign  banks' 
branches,  they  will  remain  for  a  long  time.  I  can  see,  in  a  wholesale 
business  competing  for  international  wholesale  business. 

Senator  McInttre.  Do  you  all  agree,  Mr.  Pittmanf 

Mr.  Pittman.  May  I  add,  we  do  make  the  point  in  our  statement 
that  the  Federal  Reserve  Board  would  tend  to  drive  foreign  banking 
in  the  United  States  toward  retail  banking  because  it  would  make 
it  more  difficult  to  operate  as  branches  and  agencies. 

It  does  not  change  the  picture  for  subsidiaries. 

Therefore,  it  is  an  invitation  to  compete  at  the  retail  level. 

Mr.  Bitterly.  Senator,  I  would  like  to  add  one  observation.  That 
it  is  not  easy  to  obtain  a  State  charter  to  run  a  retail  bank  for  the 
Banking  Department,  Scate  of  Xew  York.  It  is  not  easily  obtained. 
You  must  demonstrate  the  public  need  and  necessity  before  it  is 
granted. 

Senator  McInttre.  At  this  point  I  would  like  to  ask  this  question. 

Can  you  please  tell  me  what  factors  are  relevant  to  a  foreign  bank's 
decision  as  to  whether  or  not  to  seek  the  establishment  of  an  agency, 
branch,  or  a  subsidiary? 

What  are  the  relative  advantages  and  disadvantages  of  each? 

Mr.  re  Luca.  I  would  say  that  the  first  things  that  are  relevant  are 
the  different  legislations  of  the  States.  If  you  want  to  establish  a 
branch,  you  cannot  go  to  California  because  the  California  law  does 
not  allow  a  branch,  it  allows  an  agency  or  it  allows  a  subsidiary. 

When  it  comps  to  organizing  an  agency  or  subsidiary,  it  is  largely 
a  question  of  what  kind  of  activity  one  wants  to  exercise. 

If  one  wants  to  stay  in  nondeposit  wholesale  international  business, 
then  the  agency  is  the  tool.  As  we  have  said,  some  subsidiaries  are 
keyed  to  a  certain  amount  of — retailing  by  branching  within  their 
States. 

When  it  comes  to  branching,  Illinois  and  New  York  are  the  only 
states  that  allow  branches  that  can  have  domestic  deposits. 

So  it  is  a  question  of  combining  the  legislations  of  the  State  that 
has  been  chosen  and  the  kind  of  business,  kind  of  activity,  one  wants 
to  exercise. 

Senator  McInttre.  Is  there  any  difference  between  a  subsidiary 
and  an  agency? 

Mr.  oe  Luca.  Oh,  there  is  a  big  difference  in  the  sense  that  a  sub- 
sidiary is  chartered  by  the  State's  activity.  It  is  incorporated  as  a 
separate  entity.  There  are  capital  requirements  and  it  is  in  fact  just 
like  a  State-chartered  bank.  The  only  difference  is  that  the  share- 
holders are  foreigners  or  a  foreign  corporation  and  not  an  American 
corporation  or  American  citizen. 
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Senator  McInttre.  What  is  an  agency? 

Mr.  de  Luca.  An  agency  is  a  directly  owned  offspring  or  facility 
of  the  bank  abroad,  which  assumes  naturally  all  responsibility  for 
the  assets  and  liabilities  of  its  agency.  It  is  licensed  by  the  State, 
either  New  York  or  California,  and  the  basic  point  is  an  agency 
cannot  have  any  domestic  deposits. 

In  New  York  State  an  agency  cannot  have  any  deposits  at  all.  It 
can  only  have  credit  balances. 

I  think  on  the  subject  of  what  the  credit  balances  are,  which  we 
think  differ  from  deposits,  I  think  Mr.  Bitterly  already  gave  an 
explanation;  he  might  eventually  give  some  additional  ones. 

Senator  McInttre.  What  advantages,  if  any,  do  you  see  to  a  Fed- 
eral licensing  or  chartering  option? 

Mr.  Hollos.  May  I  try  to  answer? 

We  are  told,  we  understand  that  this  is,  let's  say,  a  candy  which 
we  are  supposed  to  receive,  opening  the  possibility  of  entering  into 
a  State  which  otherwise  prohibits  tne  entry  of  foreign  banks. 

The  Federal  chartering  would  allow  us  to  go,  let's  say— I  don't 
know,  Texas,  which  otherwise  we  couldn't  go  in. 

I,  personally,  don't  see  a  great  deal  of  advantage  because  I  don't 
think  foreign  private  banks  Tike  to  go  to  an  environment  where  they 
are  not  welcome.  That  is  not  good  business. 

Senator  McInttre.  It  is  a  good  point,  particularly  in  Texas, 

In  order  to  meet  the  "Fed's"  concern  over  the  impact  of  a  foreign 
banking  activity  on  monetary  policy,  might  it  not  be  appropriate 
to  give  the  Fed,  the  Federal  Reserve  System,  additional  authority 
over  reserves  of  foreign  banks  short  of  mandatory  membership? 

Would  that  be  all  right  with  you  gentlemen? 

Mr.  Hollos.  Well,  it  certainly  would  damper  our  outcry  if  it  did 
not.  Remembering  that  the  foreign  banks  are  already  voluntarily 
complying  not  only  with  certain  reserve  requirements,  being  State- 
chartered  they  also  comply  with  the  108  percent  asset  part  of  it,  and 
the  regulation  M. 

I  would  like,  if  I  may  just  add  a  point  here.  If  the  Fed  wishes  to 
make  sure  that,  let's  say  a  foreign  agency  doesn't  bring  in  a  tremend- 
ous amount,  let's  say  $10  billion  at  a  time  when  the  Fed  has  a  re- 
strictive monetary  policy,  we  understand  that  is  really  their  fear. 
The  Golembe  associates  make  a  very  good  case  of  explaining  that 
this  is  a  practical  question  and  things  just  don't  happen  that  way. 

However,  Mr.  Chairman,  I  would  like  to  point  out  that  when  there 
is  a  great  flow  and  a  great  pressure  of  money  going  from  one  part  of 
the  world  to  the  other,  4  or  5  percent  reserves  usually  don't  do  the 
trick. 

Germany,  if  you  remember  a  few  years  ago,  had  the  great  concern 
of  money  coming  in  from  abroad  at  a  time  when  the  Germans  did  not 
want  to  increase  their  monetary  circulation,  and  they  did  all  kinds 
of  reserve  requirements  through  the  banks;  it  didn't  work.  Finally 
they  had  to  go  and  say  to  the  boiTower,  you  put  up  the  reserve,  or 
you  ask  for  our  OK.  Otherwise,  no  foreigner  can  lend  to  a  German 
because  that  is  what  is  involved. 

If  a  Bank  A  head  office  says — I  don't  know,  I  just  pick  out  a  city- 
London  or  Paris  wishes  to  lend  a  million  dollars  to  General  Motors 
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Corp.  and  does  it  through  its  New  York  agency;  the  Fed  says,  let's 
put  on  a  reserve  to  make  it  more  difficult  to  be  sure  they  don't  do  it 
when  I  don't  like  it. 

Well,  that  bank  from  London  and  Paris  can  give  the  same  credit 
directly  from  Paris  to  General  Motors  and  there  are  no  requirements 
whatsoever.  Without  foreign  exchange  restrictions  or  some  new  meas- 
ures, really  new,  capable  of  regulating  the  eurodollar  market,  I  don't 
see  this  solves  really  the  problem. 

Senator  McInttre.  Governor  Mitchell  of  the  Federal  Reserve  has 
asserted  to  this  subcommittee  that  the  present  disparity,  the  present 
disparity  of  reserve  requirements,  results  in  a  competitive  advantage 
to  the  foreign  banks. 

Would  you  care  to  comment? 

Mr.  Hollos.  Sir,  I  see  what  Governor  Mitchell  is  mentioning,  that 
anybody  that  has  to  put  up  reserves  and  not  getting  any  interest  on 
it  has  a  disadvantage.  That  is  what  he  was  talking  about.  We  are  try- 
ing to  prove  that  the  foreign  bank  by  the  nature  of  its  business,  has 
already  a  cost  disadvantage  for  its  own  funds. 

Therefore,  even  if  they  did  have  an  advantage  here,  it  is  certainly 
offset  by  the  cost  disadvantage  that  the  foreign  banks  by  nature  have. 

Mr.  Ptttman.  May  I  add  that  the  Conference  of  State  Bank  Super- 
visor's statement  yesterday  I  thought  gave  a  very  full  and  effective 
argument  as  to  why  you  cannot  make  a  meaningful  comparison  be- 
tween the  cost  impact  of  Federal  reserves  imposed  by  the  Government 
as  compared  to  reserve  requirements  imposed  by  the  State  govern- 
ment. We  agree  with  what  they  said. 

Mr.  de  Luca.  I  would  like  to  point  out  at  this  time  that  foreign 
banks  do  put  up  reserves  that  arc  required  by  a  state  law,  the  same  as 
State-chartered  banks  do  that  are  not  members  of  the  system. 

As  far  as  this  point  in  particular  is  concerned,  there  is  also  the  vol- 
untary compliance  system  which  has  worked  very  well. 

Commenting  upon  the  fact  that  we  have  a  high-cost  source  of  funds. 
I  think  it  might  be  appropriate  to  say  we  don't  have  the  free  base  of 
many  demand  deposit  accounts  that  domestic  banks  have.  Whatever 
deposits  we  do  have,  we  pay  for. 

Senator  McInttre.  Gentlemen,  would  your  opposition  to  manda- 
tory FDIC  insurance  be  modified  if  the  requirement  of  such  insur- 
ance would  attach  only  to  those  affiliates  of  foreign  banks  which 
accept  domestic  deposits  in  the  United  States? 

Mr.  Bitterly  ? 

Mr.  Bitterly.  Senator,  I  know  of  no  exception  of  foreign  bank  sub- 
sidiaries who  do  not  have  FDIC  insurance  at  this  time.  So  it  is  recog- 
nized that  anyone  attempting  to  do  a  retail  business  must  offer  FDIC 
insurance  to  the  public. 

Branches,  I  would  say,  my  limited  knowledge  of  branches — bran- 
ches, with  few  exceptions,  do  not  attempt  to  do  business  on  the  retail 
level. 

Senator  McInttre.  Mr.  de  Luca  ? 

Mr.  de  Luca.  Yes. 

I  want  to  say  branches  do  accept  domestic  deposits  and  they  do  have 
them.  But  very  seldom  these  domestic  deposits  are  for  an  individual 
amount  up  to  $40,000.  Therefore,  I  do  not  see  what  practical  purpose 
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the  FDIC  insurance  would  carry,  as  those  deposits  are  big  deposits 
for  big  amounts. 

Senator  McIntyre.  You  said — you  mean  your  domestic  deposits  ex- 
ceed $40,000  far  and  over. 

I  can't  open  a  small  account  of  $1,000  in  that  branch,  can  I? 

Mr.  de  Ltjca.  You  would  be  welcome  to  do  it,  but  very  few  people 
do.  [Laughter.] 

Senator  McIntyre.  The  record  seems  to  show  that  many  large 
U.S.  banks  are  generating  more  and  more  of  their  revenues  from 
foreign  banking  operation. 

Is  the  same  true  of  foreign  banks  operating  in  the  United  States, 
and  what  general  comparisons  can  be  drawn? 

Mr.  Bitterly.  I  will  attempt  to  answer  the  question  as  far  as 
agencies  are  concerned. 

I  think  that  when  a  foreign  bank  opens  an  agency  that,  yes,  profit 
is  always  a  part  of  their  consideration.  But,  I  believe  that  the  agency 
serves  a  greater  purpose  for  the  bank  in  its  international  operations. 
Naturally  they  try  and  make  a  profit,  but  it  is  not  a  sole  determination 
because  I  point  out  to  you  that  in  the  postwar  era,  in  New  York  State, 
if  there  were  any  agencies  that  went  out  of  business,  I  do  not  know 
of  it. 

Certainly  some  of  the  agencies  that  exist  in  New  York  City  are 
of  modest  size.  It  is  a  question  of  whether  or  not  they  are  truly 
making  profit. 

Senator  McIntyre.  Gentlemen,  we  are  handing  you,  or  should  be 
handing  you  a  memorandum  which  the  subcommitteee  would  like 
you  to  respond  to  in  writing.  You  don't  have  to  respond  to  it  here 
today. 

It  just  assumes  that  if  Congress  does  decide  that  there  is  a  need 
to  establish  a  better  Federal  handle  over  foreign  banking,  then  it 
sets  out  some  proposals. 

We  would  like  to  see  what  your  reaction  to  those  are. 

Mr.  Pittman? 

Mr.  Pittman.  May  I  say  at  a  quick  glance,  this  looks  like  a  vast 
improvement  over  the  Fed  bill. 

Senator  McIntyre.  All  right,  sir. 

I  think  that  is  all  the  questions  we  have  for  you  gentlemen. 

I  want  to  thank  all  of  you  very  much  for  your  testimony  here  this 
morning.  It  has  been  very  helpful  to  us  as  we  try  to  look  over  this 
field  and  see  what  should  be  done,  if  anything. 

Mr.  Hollos.  On  our  part,  we  thank  you  for  the  opportunity. 

Senator  McIntyre.  Thank  you  for  being  here.  Thank  you  very 
much. 

We  call  as  our  final  witness  this  morning,  Mr.  Donald  C.  Flatten, 
representing  the  New  York  Clearing  House  Association. 

Mr.  Platten,  we  are  glad  to  welcome  you  here  this  morning.  I 
would  appreciate  it  if  you  would  introduce  your  associates  and  also 
would  appreciate  it  very  much  since  your  statement  is  to  the  point, 
I  don't  see  any  reason  for  taking  a  lot  of  time  reading  it.  You  can  sum 
it  up  probably  in  about  2  or  3  minutes  then  we  can  go  on  to  some 
questions  we  would  like  to  ask  you  if  that  is  all  right. 

If  you  object  and  want  to  read  the  statement,  it  is  all  right  with 
me,  but  the  statement  will  be  included  in  the  record  in  its  entirety. 
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STATEMENT  OF  DONALD  C.  PIATTEH,  HEW  YORK  CLEARING  ASSO- 
CIATION; ACCOMPANIED  BY  JOHN  I.  LEE  AND  RICHARD  S. 
SIMMONS 

Mr.  Plattex.  I  have  Mr.  Lee  and  Mr.  Simmons  with  me  here  this 
morning. 

You  have  caught  me  in  a  nonsummation  form,  hut  that  is  all  right. 
I  have  some  headings  and  I  will  try  to  talk  to  them. 

I  am  sympathetic  to  my  own  dilemma  of  not  wanting  to  repeat 
what  I  have  heard  this  morning  too  much,  I  am  sure  you  must  feel 
the  same  way.  I  guess  the  Clearing  House  Association  position  can 
be  basically  summarized  from  the  standpoint  of  our  fear  or  our 
dislike  of  the  prospect  of  the  erosion  of  the  dual  banking  system. 

We  do  in  fact  feel  that  tlte  options  available  to  the  U.S.  banks, 
that  of  being  either  a  State  bank  or  a  national  bank,  is  something 
to  be  preserved.  I  think  I  speak,  I  know  I  speak  for  the  association. 
I  feel  this  keenly  myself. 

Having  said  that,  and  believing  in  that  kind  of  a  system,  we  do 
feel  that  it  would  be  discrimination  to  force,  and  I  use  the  word 
advisedly,  force  foreign  banks  who  wish  to  come  into  this  kind  of 
banking  system,  the  U.S.  system,  to  not  have  those  options.  But 
instead  to  be  directed  that  this  is  what  they  must  do  and  only  this. 

The  position  of  the  clearing  house  is  that  such  discrimination,  and 
we  view  it  as  such,  would  in  fact,  create  a  retaliatory  move,  perhaps, 
and  I  use  the  word  "perhaps"  in  a  very  strong  sense  than  it  might 
seem,  might  result  in  discrimination  against  or  retaliation  against 
U.S.  banks  abroad. 

I  have  heard  comments  to  the  effect  that  retaliation  would  not  be 
as  strong  as  to  hurt  U.S.  banks,  but  at  the  same  time  I  have  to  tell 
you  that  in  the  real  world  of  our  correspondent  relationships  with 
most  of  the  major  banks  throughout  the  world,  the  static  we  have 
had  from  foreign  banks  is  that  they  are  very  unhappy  at  the  prospect 
of  any  such  discrimination. 

To  me  it  does  seem  a  little  strange  to  contemplate  a  bank  from, 
we  will  say  the  United  Kingdom  or  Germany  or  wherever,  being  only 
allowed  to  have  a  branch  or  a  subsidiary  or  agency  in  Chicago,  period 
while  a  U.S.  bank,  the  friendly  Chemical  Bank,  could  have  a  Frank- 
furt office  and  one  also  in  Munich,  and  not  have  the  German  author- 
ities have  some  kind  of  feeling  that  this  is  a  discriminatory  act — that 
their  bank  can  only  operate  in  one  State  or  one  city. 

I  feel  those  two  points  are  probably  the  strongest  ones  that  we 
have  in  terms  of  our  feelings. 

The  coverage  or  protection  of  the  U.S.  depositor  I  think  is  some- 
thing which  is  of  moment.  Obviously  the  FDIC  protection  is  some- 
thing which  comes  up.  You  yourself  have  said  that  or  raised  the 
question  of  opening  up  an  account  of  a  $1,000  in  a  foreign  bank  and 
the  response  was  that  very  few  people  do.  I  don't  think  a  requirement 
for  FDIC  coverage  is  pertinent.  Foreign  banks  that  come  into  this 
country  principally  are  following,  first,  they  own  national  corpora- 
tions to  do  business  with  them  in  a  major  market  such  as  the  United 
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States.  They  are  in  the  "big  ticket"  business,  they  are  not  engaged  on 
a  retail  level. 

I  think  to  look  ahead  and  say  what  down  the  line  is  going  to  come, 
are  they  going  to  go  retail,  is  something  that  will  depend  both  on 
State  law  and  also  that  particular  bank's  policy. 

I  can  make  a  comparison  just  to  point  it  up.  The  First  National 
City  Bank  has  gone  throughout  the  world  with  many,  many  branches 
all  over  the  globe.  They  have  entered  into  the  retail  banking  business 
purposel}7,  as  a  matter  of  policy.  The  Chemical  Bank  has  not  done 
so.  We  have  gone  into  foreign  markets  on  the  basis  of  wanting  to 
be  in  money  centers  throughout  the  world,  but  not  engaging  our- 
selves in  the  retail  trade.  So  I  think  it  is  a  matter,  as  I  say,  both 
of  bank  policy  and  also  local  laws. 

Obviously  there  are  laws  in  certain  countries  where  you  can't  even 
branch  or  do  anything  except  have  a  joint  ownership  position.  But 
our  country  today  has  had  a  history  of  a  very  strong  banking  system 
ever  since  the  Banking  Act  of  1933.  The  system  has  worked  well.  The 
competition  from  foreign  banks  has  been,  I  think,  healthy.  We 
sharpen  their  wits  when  we  go  abroad,  they  sharpen  our  wits  when 
the  come  compete  against  us. 

We  feel  this  is  a  good  two-way  street  and  we  are  for  it.  We  don't 
want  them  to  be  discriminated  against  as  regards  their  option. 

Senator  McIntthe.  You  like  the  status  qno. 

Mr.  Plattex.  The  status  quo  seems  to  have  worked  well,  sir.  We 
think  it's  been  of  benefit  to  the  economy,  both  to  our  domestic  economy 
as  well  as  to  our  international  trade  and  economy  of  the  world. 

That  is  a  quick  summary. 

Senator  McIxtyre.  I  appreciate  it.  Your  statement  will  appear  in 
the  record  in  its  entirety. 

[The  complete  statement  follows :] 

Statement  of  Donald  C.  Plattem 

I  am  Donald  C.  Platten.  I  am  the  Chairman  of  Chemical  Bank.  I  appear 
today  as  a  spokesman  for  the  New  York  Clearing  House  Association. 

The  New  York  Clearing  House  Association  opposes  enactment  of  Senate  Bill 
958.  Mr  testimony  today  will  explain  the  reasons  for  the  Association's  objec- 
tions to  the  bill.  A  section-by  .section  analysis  of  the  bill,  pointed  out  certain 
technical  drafting  flaws,  has  been  submitted  to  this  Committee  with  my  state- 

The  purpose  of  the  bill  has  been  stated  to  be  elimination  of  the  disparities 
existing  between  the  powers  of  foreign  hanks  operating  in  the  United  States 
and  those  of  domestic  banks,  particularly  with  regard  to  the  ability  of  foreign 
banks  to  engage  in  Interstate  and  Investment  banking  activities.  The  bill  would 
accomplish  such  competitive  parity  by  superimposing  federal  regulations  over 
the  state  regulations  dealing  with  foreign  banks  operating  in  the  United  States. 

An  evaluation  of  this  purpose  and  the  legislation  proposed  for  Its  implemen- 
tation must  be  made  within  the  parameters  of  two  fundamental  principles. 
First  is  that  the  right  to  elect  either  a  federal  or  a  state  banking  charter  has 
long  been  regarded  as  best  serving  the  public  interest.  Second  Is  that  strength- 
ening the  International  financial  system  through  competition  best  serves  our 
national  interest.  It  fosters  the  commerce  of  the  United  States  and  Increases 
the  ability  of  the  U.S.  markets  to  compete  with  those  In  other  financial  centers. 

Judged  in  light  of  these  principles,  the  bill  is  undesirable.  It  would  deny  to 
foreign  banks  options  which  are  available  to  domestic  banks  under  our  present 
system.  By  such  denial,  this  bill  will  inevitably  be  perceived  as  discriminatory 
by  foreign  countries  and  Invite  retaliation  by  such  countries  against  U.S. 
banks  operating  abroad. 
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EBOBION   OF  THE   PRESENT   DUAI,   BANKING    SYSTEM 

As  you  know,  by  long  historical  tradition,  an  option  exists  to  conduct  the 
business  of  banking  subject  cither  to  federal  or  state  regulation. 

The  present  pattern  of  foreign  bank  activity  in  the  United  States  is  con- 
sistent with  that  tradition.  Foreign-owned  banks  are,  under  the  present  Jaw, 
in  precisely  the  same  position  as  domestic-owned  banks.  Foreign-owned  national 
banks  are  now  subject  to  the  National  Bank  Act  and  are  required  to  be  mem- 
bers of  the  Federal  Reserve  System  and  to  insure  their  deposits  with  the 
Federal  Deposit  Insurance  Corporation.  To  the  extent  applicable,  they  are 
subject  to  the  provisions  of  the  Bank  Holding  Company  Act.  A  foreign-  owned 
state  bank,  like  a  domestically  owned  state  bank,  may  be,  but  Is  not  required 
to  be,  a  member  of  the  Federal  Reserve  System.  Similarly,  to  the  extent  ap- 
plicable, they  are  subject  to  the  provisions  of  the  Bank  Holding  Company  Act. 
Their  deposits  must  be  insured  with  the  Federal  Deposit  Insurance  Corporation 
in  precisely  the  same  manner  as  any  domestically-owned  state  bank.  Under 
present  law,  direct  branches,  agencies,  or  other  unincorporated  establishments 
of  foreign  banks  are  subject  to  whatever  regulation  Is  Imposed  by  the  licensing 
state.  They  are  not  subject  to  any  federal  regulation,  thus  being  precisely 
equated  with  domestic  uninsured  state   nonmember  banks. 

The  provisions  of  the  bill  restricting  interstate  banking  by  foreign  banks, 
subjecting  such  banks  to  the  Federal  Reserve  Act  and  the  Federal  Deposit 
Insurance  Act,  and  requiring  federal  licensing  or  regulation  of  all  such  banks' 
operations  In  the  United  States  would  deny  foreign-owned  banks  the  option 
of  choosing  to  operate  under  state  regulation  only.  As  I  will  cover  in  more 
detail  later,  none  of  these  provisions  is  necessary  or  desirable. 
a.  Federal  Licencing  or  Regulation 

The  present  system  has  worked  well  without  the  additional  licensing  pro- 
cedures and  regulatory  provisions  proposed  by  the  bill.  Foreign  bank  capital 
in  the  United  States  has  Increased  dramatically  during  the  past  decade.  Those 
states,  such  as  New  York,  Illinois  and  California,  which  have  been  the  most 
receptive  to  the  entry  of  foreign  banks,  have  augmented  thler  banking  market 
and  permitted  a  wider  range  of  choices  without  in  any  way  jeopardizing  the 
soundness  of  their  banking  system. 
6.  Multi-State  Operations 

No  restriction  need  be  imposed  by  the  Federal  Government  on  multi-state 
operations  of  foreign  banks.  Such  Is  already  greatly  restricted.  A  foreign 
bank  seeking  to  operate  a  branch  or  agency  In  a  particular  state  must  obtain 
a  license  from  that  state.  Nearly  40  states  either  exclude  foreign  banks  entirely 
or  permit  them  to  maintain  local  branches  or  agencies  only  if  they  operate 
another  state  is  the  result  of  a  deliberate  choice  of  the  states  involved.  For 
In  no  other  state.  Welcoming  a  foreign  bank  with  a  branch  or  agency  in 
instance,  the  Illinois  legislature  in  permitting  foreign  banks  to  branch  in  Chi- 
cago could  have  provided  that  no  such  bank  with  a  branch,  agency  or  sub- 
sidiary in  another  state  conld  avail  Itself  of  this  privilege.  It  chose  not  to  do 
so.  Section  3(d)  of  the  Bank  Holding  Company  Act  allows  any  state  to  permit 
the  entry  of  out-of-state  bank  holding  companies.  The  states  are  also  free 
to  authorize  branches  of  banks  incorporated  in  other  states.  Such  recog- 
and  development  on  a  state-by-state  basis.  There  is  no  need  to  abandon  such 
nltions  of  the  right  of  a  state  to  make  its  own  elections  allow  experimentation 
principles  when  dealing  with  foreign  banks.  This  is  particularly  so,  since  the 
overwhelming  majority  of  domestic  banks  are  in  fact  not  prejudiced  by  the 
limited  extent  of  interstate  banking  permitted  to  foreign  banks,  especially  In 
light  of  the  sophisticated  market  in  which  foreign  banks  compete.  The  number 
of  domestic  banks  and  Edge  Aet  corporations  engaged  In  foreign  finance  Is 
really  quite  limited  and  foreign  banks  have  afforded  welcomed  competition. 

a.  Membership  in  the  Federal  Reserve  System 

No  showing  has  been  made  for  the  need  to  mandate  membership  in  the  Fed- 
eral Reserve  System  for  foreign  banks  with  assets  exceeding  1600,000,000.  The 
premise  that  such  a  requirement  is  needed  to  make  banks  operating  In  the 
United  States  responsive  to  its  monetary  policies  is  undercut  by  the  fact  that 
no  such  mandatory  membership  requirement  Is  imposed  on  domestic  banks. 
Foreign  banks  do  maintain  reserves  as  required  by  the  laws  of  the  states  in 
which  they  are  located.  Further,  they  have  always  voluntarily  complied  when 
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requested  by  the  Federal  Reserve  Board  to  maintain  reserves  identical  to 
those  required  of  U.S.  banks,  as  U.S.  banks  have  voluntarily  cooperated  with 
central  bankers  of  foreign  host  countries. 

d.  FDIC  Insurance 

No  amendment  to  the  Federal  Deposit  Insurance  Act  Is  required  or  desir- 
able. Foreign-owned  banks  that  are  subsidiaries  of  bank  holding  companies 
are  now  required  to  insure  their  deposits.  As  to  the  unincorporated  establish- 
ments of  foreign  banks,  such  establishments  have  confined  themselves  to  activ- 
ities incidental  to  the  foreign  and  International  business  of  their  home  bank. 
Their  business  Is  primarily  "money  centered"  oriented,  relating  to  so-called 
big  ticket  transactions.  As  presently  conceived,  deposit  insurance,  with  its 
maximum  coverage  of  $40,000,  offers  such  banks  no  inducement  and  their  cus- 
tomers no  significant  protection.  To  the  extent  that  foreign  banks  seek  to  con- 
duct a  retail  business  in  the  United  States  soliciting  consumer  deposits,  savings 
accounts  and  loans,  they  are  likely  to  do  os  either  by  choice  or  economic  con- 
straints through  the  vehicle  of  domestic  banking  subsidiaries  and  hence  obtain 
deposit  insurance.  If  foreign  banks  seek  to  attract  consumer  and  savings  de- 
posits to  an  unincorporated  branch,  the  best  protection  to  the  United  States 
public  is  the  requirement  of  a  conspicuous  warning  that  such  deposits  are  not 
insured.  A  requirement  with  which  I  am  certain  they  would  voluntarily  comply. 

Quite  apart  from  these  considerations,  there  are  serious  questions  whether 
the  resources  of  the  FDIC  should  be  committed  to  institutions  whose  affairs, 
from  a  practical  viewpoint,  cannot  be  monitored  properly  or  regulated  by  the 
FDIC. 

e.  Investment  Banking  Performed  by  Foreign  Bank* 

The  amount  of  investment  banking  done  by  foreign  banks  in  this  country  is 
largely  confined  to  servicing  their  own  foreign  customers  In  the  U.S.  market. 
As  such,  they  simply  transact  here  what  their  home  countries  regard  as  a  true 
banking  busfness.  The  fact  that  they  are  permitted  to  do  that  type  of  business 
largely  is  responsible  for  the  receptive  atmosphere  American  investment 
bankers  find  for  their  business  activities  abroad. 

Further,  as  you  know,  the  separation  of  commercial  and  investment  banking 
in  the  United  States  resulted  from  conflicts  of  interests,  to  wit :  banks  palming 
off  underwritten  securities  on  customers,  particularly  fiduciary.  Most  foreign 
countries  have  not  adopted  a  similar  philosophy  of  separation.  There  is  no 
cogent  reason  why  the  U.S.  should  adopt  a  policy  to  protect  foreign  nationals 
when  the  foreign  country  in  question  has  elected  not  to  do  so. 

WEAKENING  OF  INTERNATIONAL  FINANCIAL  SYSTEM 

The  national  interest  in  strengthening  the  international  financial  system  Is 
best  served  by  facilitating  foreign  activities  of  United  States  banks  and  do- 
mestic activities  of  United  States  banks.  The  bill  would  undercut  that  interest. 
It  would  discourage  the  operations  of  foreign  banks  in  the  United  States  by  im- 
posing federal  licensing  requirements  and  by  subjecting  all  foreign  banks  oper- 
ating in  the  United  States  to  the  strictures  of  the  Bank  Holding  Company 
Act,  the  Federal  Reserve  Act  {in  the  case  of  banks  with  more  than  $500,000,000 
In  assets),  the  Federal  Deposit  Insurance  Act  and  other  similar  laws.  More 
significantly,  by  subjecting  all  foreign-owned  banks,  simply  by  reason  of  their 
foreign  ownership  or  citizenship,  to  laws  that  now  apply  to  some  but  not  all 
components  of  the  American  banking  system,  this  bill  would  clearly  be  per- 
ceived as  discriminatory  by  foreign  countries.  While  foreign  central  bankers 
have  a  traditional  reluctance  to  criticize  domestic  proposals  of  our  monetary 
authorities  and  hence  did  not  lodge  protests  with  Governor  Mitchell,  I  assure 
you  that  our  foreign  banking  brethren  have  conveyed  strong  protest  to  the 
members  of  the  New  York  Clearing  House  Association.  What  logic  is  there 
In  the  United  States  permitting  a  West  German  bank  the  right  to  have  a 
branch  only  in  Chicago  and  West  Germany  continuing  to  permit  a  U.S.  bank 
to  have  branches  in  Frankfurt  and  Munich. 

Foreign  policy  problems  with  regard  to  domestic  activities  of  foreign  banks 
have  thus  far  been  avoided,  since  such  banks  have  come  to  accept  our  tra- 
dition of  having  banks  geographically  circumscribed  and  supervised  on  a 
state-by-state  basis.  Any  change  In  that  tradition,  particularly  if  it  restricts 
the  current  U.S.  activities  of  foreign  banks,  would  very  likely  give  rise  to 
international  friction  and  provoke  retaliatory  measures  against  U.S.  banks. 
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CONCLUSION 

If  foreign  banks  enjoy  an;  competitive  edge,  the;  do  so  at  tbe  sufferance  of 
the  states  within  whose  borders  they  operate  and  which  the  states  have  tbe 
power  to  remove.  Far  from  providing  for  competitive  equality  between  U.S. 
and  foreign  banks,  the  bill  would  discriminate  against  foreign  banks  by  deny- 
ing them  options  available  to  U.S.  banks  under  our  present  system.  Such  dis- 
crimination is  likely  to  Invite  retaliation  by  foreign  countries  against  U.S. 
banks  and  damage  U.S.  markets  and  the  financing  of  our  foreign  trade.  The 
result  can  only  be  disruptive  of  the  International  financial  system. 

Thank  you. 

Senator  McIntybe.  Mr.  Platten,  based  upon  Lord  O'Brien's  testi- 
mony, it  appears  that  many  of  the  foreign  banks  who  are  the  subject 
of  the  regulations  being  proposed  in  this  bill  are  generally  sympa- 
thetic to  the  bill.  If  the  foreign  banks  are  supportive,  why  are  the 
U.S.  banks  opposed? 

Mr.  Plattbn.  I  think  I  said  something  at  the  beginning  of  my 
remarks  that  we  have  a  lot  of  flak,  static  to  that  effect  from  our 
correspondent  friends  abroad. 

I  would  say  this,  that  I  know  Governor  Mitchell  went  throughout 
the  world  to  major  money  markets  and  he  got  comforting  words  from 
foreign  central  bankers. 

Now,  Lord  O'Brien,  please.  Foreign  central  bankers  have  a  great 
courtesy  toward  one  another  with  respect  to  the  domestic  policies  of 
their  respective  countries. 

I  just  think  that  the  commercial  banking  friends  that  we  have  are 
a  little  more  down  to  earth  as  far  as  their  reactions  to  this  kind  of 
endeavor  than  perhaps  a  central  banker  might  be  vis-a-vis  another 
central  banker.  The  word  that  we  get  is  that  there  is  very  great 
unhappiness  regarding  the  prospect  of  having  this  bill  adopted  with 
the  discriminatory  provisions  that  it  appears  to  contain. 

Senator  McInttre.  On  the  question  of  retaliation,  it's  been  sug- 
gested that  the  concern  over  this  legislation  by  the  New  York  Clearing 
House  banks  is  based  on  their  fear  of  retaliation  by  the  governments 
of  countries  in  which  they  do  business.  Yet  it  seems  to  me  that  these 
concerns  are  more  illusory  than  real.  Can  you  please  quantify  for 
this  subcommittee  exactly  what  kind  of  retaliatory  actions  and  by 
what  governments  you  would  anticipate  if  we  were  to  enact  the  Fed  s 
bill! 

Mr.  Platten.  I  can't ;  I  can't  look  into  the  minds  of  central  banks 
or  local  banking  associations  and  figure  out  exactly  what  form  it 
would  take.  Because  of  the  static  we  have  had,  we  have  the  feeling 
that  there  would  be  some  retaliatory  acts. 

As  I  said  in  my  example  of  West  German  bank  being  allowed  to 
branch  only  in  Chicago,  why  would  they  permit  us  to  branch  in 
both  Hamburg  or  Frankfurt  and  Munich,  you  name  it,  the  way  we 
can  today! 

What  kind  of  retaliation  it  might  be,  what  form  it  would  take, 
I  have  no  idea,  though. 

I  do  know  that  if  retaliation  occurs,  Senator,  if  it  occurs,  that  it 
would  be  a  backward  step,  the  same  way  I  feel  this  bill  would  be  a 
backward  step  as  presently  drawn,  in  terms  of  international  trade, 
which  has  gone  on  in  an  expanding  way  in  the  postwar  period  with 
very  great  "benefits. 
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Senator  McInttre.  Lord  O'Brien  in  his  reply  to  a  similar  question 
concerning  retaliation  sort  of  mused  and  thought  and  thought,  and 
finally  answered  in  the  negative,  he  didnt  think  retaliation  would 
occur,  but  you  disagree? 

Mr.  Platten.  When  you  get  down  on  one  side  or  the  other  of  the 
question,  I  disagree. 

Senator  McIntyre.  Secretary  Gardner  testified  the  other  day  that 
by  and  large,  U.S.  banks  are  not  discriminated  against  by  most  of 
the  countries  in  which  they  do  business.  Your  comment  ? 

Mr.  Platten.  I  think  that  as  a  general  statement  is  true.  There 
are  places  where  obviously  U.S.  banks  cannot  go  in  any  form.  There 
are  places  where  they  can  go  in  only  one  form  and  not  in  a  form 
perhaps  they  would  like. 

Senator  McIntyre.  Some  argue  that  the  present  system  operates 
to  the  competitive  advantage  of  foreign  banks  in  the  United  States. 
Others  have  argued  that  this  is  not  so. 

For  example,  Lord  O'Brien  testified  that  the  scale  of  operations  and 
competitive  advantage  of  foreign  banks  in  the  United  States  has 
not  been  at  all  significant  in  relation  to  the  scale  of  operations  of  the 
domestic  banks.  What  is  your  opinion? 

Are  U.S.  banks  at  a  competitive  disadvantage,  one,  as  to  multistate 
operations  as  to  foreign  banks  or  two,  as  to  existing  affiliates  of 
foreign  banks? 

Mr.  Platten.  I  don't  think  so  in  terms  of  being  able  to  do  business, 
for  example,  in  New  York  State,  as  far  as  our  ability,  a  New  York 
State  bank.  I  am  speaking  now  as  an  association  voice  of  the  New 
York  clearing  house  banks.  We  cannot  go  across  State  lines  as  you 
well  know.  Some  States  have  permitted  foreign  banks  to  come  in. 

I  think  it  is  appropriate  to  say  that  Chicago  and  California,  San 
Francisco  or  Los  Angeles,  have  encouraged  by  State  law  and  desire 
on  the  part  of  their  State  authorities  to  have  money  markets  created 
by  the  introduction  of  foreign  banks.  They  have  done  it  in  that  way. 
It  is  a  competitive  disadvantage  to  a  slight  degree  to  a  New  York  City 
bank.  But  it  is  not  a  horrible  disadvantage. 

We  can  in  fact  open  Edge  Act  corporations  in  those  States  and 
have  done  so.  So  in  a  net,  net,  net  basis,  I  don't  think  we  are  at  a 
horrible  disadvantage. 

Senator  McInttre.  How  do  you  see  the  future  growth  of  foreign 
banking  activity  in  this  country  particularly  as  related  to  wholesale 
versus  retail  operations? 

Mr.  Platten.  I  would  think  they  would  continue  to  grow  on  a 
wholesale  basis  and  some  banks  might  decide  to  do  a  retail  business. 
As  our  economy  grows,  and  it  gives  every  indication  of  growing, 
why,  they  probably  would  grow  with  it,  the  same  way  we  would 
expect  to  grow  ourselves. 

On  a  relative  basis.  I  don't  know  what  the  figures  will  be  10  years 
from  now,  but  it  isn't  something  that  would  scare  me. 

Senator  McInttre.  I  take  it  you  would  agree  the  Federal  Govern- 
ment may  have  a  general  interest  in  having  a  better  interest  over  the 
nature  and  scope  of  foreign  banking  activity  in  the  United  States? 
You  would  agree  would  you  not  that  the  Federal  Government  has 
a  legitimate  interest  ? 
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Mr.  Platten.  I  think  we  have  a  legitimate  interest  which  is  present- 
ly being  exercised. 

Senator  McInttbe.  That  is  on  a  voluntary  basis? 

Mr.  Platten.  Yes,  basically,  there  are  State  laws  obviously  which 
the  Federal  authorities  have  some  impact  on. 

Senator  McInttbe.  One  of  the  things  Governor  Mitchell  points 
to  is  the  rapid  growth.  1  find  Congress  always  waits  until  we  get 
into  a  mess,  then  we  try  to  legislate  out  of  it.  So  I  was  wondering 
if  it  wouldn't  be  better  to  move  in  this  direction  now  while  it  can  be 
controlled,  set  up  a  Fed  system  while  there  is  no  crisis  at  hand.  You 
can't  foresee  any  crisis,  either  can  I. 

But  if  growth  continues,  and  I  think  you  think  it  is  going  to 
continue— — 

Mr.  Platten.  But  on  a  relative  basis,  I  don't  think  as  our  economy 
grows  that  foreign  banking  won't  grow  in  this  country.  I  think 
it  will.  But  I  think  our  own  domestic  banks  will  grow  also. 

Senator  McInttbe.  I  noted  the  other  day  when  Governor  Mitchell 
was  telling  us  about  giving  us  figures  of  the  growth,  what,  $24 
billion  in  total  assets  in  1972  to  something  like  $56  billion  in  1975. 

I  wondered  about  the  growth  of  domestic  banks  during  that  period 
in  order  to  put  that  growth  in  perspective. 

Mr,  Platten.  I  don't  know,  to  be  honest  with  you,  just  what  out- 
growth has  been. 

But  I  would  say  that  the  percentage  growth  of  the  foreign  banks 
in  that  decade  or  whatever  it  was  the  Governor  used  had  to  be  very 
substantial,  because  it  was  from  square  1,  or  a  standing  start,  almost. 
It  hasn't  been  until  relatively  recently  with  the  foreign  corporations 
coming  over  into  this  market  in  a  very  decided  way  that  you  have 
had  the  growth  of  this  foreign  banking  in  this  country. 

So  from  square  1  to  $54  billion  or  $57  billion,  whatever  it  is,  is  a 
very  big  percentage  growth.  I  would  assume  it  is  a  bigger  percentage 
growth  than  our  own  banking  system  in  absolute  dollars  now. 

Senator  McInttbe.  Would  you  agree  that  there  may  be  legitimate 
interest  in  increasing  the  Fed  supervisory  role  over  the  reserves  of 
foreign  banks  in  this  country  short  of  Federal  mandatory  member- 
ship? 

Mr.  Platten.  I  think  they  have  control  now.  I  think  voluntary 
control  is  very  effective.  I  would  point  out  that  I  think  Lord  O'Brien 
is  the  master  of  voluntary  control. 

The  Bank  of  England,  which  he  headed  until  just  recently,  all 
it  had  to  do  was  perhaps  not  even  just  make  a  phone  call.  They  just 
have  to  lift  an  eyebrow  and  all  of  a  sudden  everybody  fell  in  line. 

I  think  our  own  voluntary  system  here  works  perhaps  not  quite 
as  well  as  that.  We  haven't  been  doing  it  as  long,  but  it  is  well  on  the 
way. 

Senator  McInttbe.  Supposing  we  take  the  horrible  step,  as  you 
see  it,  and  extend  the  dual  banking  system  to  foreign  banks  Dy  means 
of  a  Federal  chartering  or  licensing  alternative. 

Should  this,  in  your  opinion,  most  appropriately  be  administered 
by  the  Federal  Reserve,  or  should  it  more  closely  parallel  the  U.S. 
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banking  structure  to  be  administered  by  Treasury  or  perhaps  the 
Comptroller* 

Mr.  Platten.  You  have  eliminated  the  State  banking  charter  as 
an  option,  is  that  right? 

Senator  McInttre.  How  have  we  eliminated  it! 

Mr.  Platten.  I  thought  your  question 

Senator  McInttre.  1  will  go  over  it  again. 

In  other  words,  the  Federal  Government  comes  in  and  becomes 
part  of  the  dual  banking  system  to  foreign  banks  by  means  of  Federal 
chartering  or  licensing.  Who  would  be  most  appropriate  to  administer 
that,  the  Federal  Reserve  or  Comptroller  of  the  Currency? 

Mr.  Platten.  I  hate  to  answer  that  question,  because  I  don't  believe 
in  it. 

Senator  McInttre.  I  am  asking  for  advice  on  the  thing,  I  don't 
care  whether  you  believe  in  it  or  not.  You  ought  to  have  some  idea. 

Mr.  Platten.  I  would  say  at  this  point  the  Fed  is  a  very  busy 
organization. 

Senator  McInttre.  You  would  like  them  to  quiet  down. 

Mr.  Platten.  No;  I  didn't  say  that.  They  are  doing  their  job, 
God  bless  them. 

But  I  just  say  there  is  a  question  of  how  much  can  be  handled 
under  one  roof.  I  hope  I  have  avoided  answering  your  question. 

Senator  McInttre.  Well,  I  don't  want  you  to  suffer  any  more  than 
you  already  have. 

In  your  statement,  you  state  that  foreign-owned  banks  are  under 
present  law  in  precisely  the  same  position  as  domestically  owned 
banks. 

How  can  this  be  so  in  light  of  the  fact  that  at  present,  foreign 
banks,  apart  from  subsidiaries,  have  no  Federal  option? 

Mr.  Platten.  They  can  be  under  the  Federal  Reserve  under  the 
Bank  Holding  Company  Act  as  subsidiaries. 

Senator  McIntyre.  Could  they  be  so  under  agencies  or  branches ! 
Would  that  be  true  as  far  as  agencies  or  branches  are  concerned? 

Mr.  Platten.  Counsel  says  no. 

Senator  McInttre.  You  ask  what  logic  is  there  in  the  United 
States  permitting  a  West  German  bank  the  right  to  have  a  branch 
only  in  Chicago  if  West  Germany  permits  a  U.S.  bank  to  have 
branches  in  Frankfurt  and  Munich. 

Isn't  the  answer  that  we  would  be  permitting  a  German  bank  the 
same  rights  we  permit  to  our  own  banks  and  vice  versa,  and  isn't 
this  reciprocity  in  the  true  sense? 

Mr.  Platten.  But  we  are  not  doing  that  if  this  bill  goes  through, 
necessarily.  Cou  have  50  States  with  50  State  banking  departments, 
and  the  States  are  sovereign  in  the  sense  of  who  can  brancli  there. 

Senator  McInttre.  Mr.  Platten,  I  interpret  your  testimony  to 
support  the  proposition  that  the  States  should  be  free  to  decide  the 
interstate  banking  issue. 

As  you  know,  this  subcommittee  is  engaged  in  an  overall  study 
of  Federal  branching  policy. 

Looking  ahead,  do  you  anticipate  that  the  position  of  the  New 
York  clearinghouse  banks  with  regard  to  interstate  branching  will 
be  that  the  States  should  be  free  to  decide  the  issue? 
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Mr.  Platten.  I  think  that  is  so,  sir. 

Senator  McInttre.  We  have  just  sent  down  the  same  memorandum. 

Have  you  had  a  chance  to  read  or  see  this  at  all? 

Mr.  Platten.  I  am  afraid  I  have  not. 

Senator  McIntybe.  In  that  case,  because  it  is  getting  late,  I  would 
just  like  you  to  answer  that  for  the  record,  what  your  reaction  to 
this  proposal  is. 

[The  following  information  was  received  for  the  record :] 
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February  23,  197G 


The  Hon.  Thomas  J.  Mclntyre,  Chairman 
Subcommittee  on  Financial  Institutions 
committee  on  Banking,  Housing  and  Urban 

Affairs 
United  States  Senate 
Washington,  D.C.   20510 


Re:   Proposals  with  Respect  to  S.95S 

Dear  Senator  Mclntyre: 

At  the  close  of  the  hearings  on  S.958  on  January  30,  you 
asked  for  the  comments  of  the  Institute  of  Foreign  Bankers  on 
why  public  policy  objectives  would  not  be  adequately  met  by  a 
seven-point  proposal  which  you  handed  us.  The  comments  of  the 
Institute  of  Foreign  Bankers,  which  follow,  are  based  on  dis- 
cussion at  a  recent  meeting  of  the  Trustees  of  the  Institute. 
Before  commenting,  we  wish  to  thank  you,  those  of  your  Subcommittee 
attending  the  January  30  hearing,  and  your  able  staff  counsel, 
Mr.  Bill  Weber,  for  the  close  attention  and  courtesy  accorded 
our  witnesses  at  the  hearing. 

In  order  that  our  comments  be  fully  understood,  we  take 
the  liberty  of  attaching  hereto  our  interpretation  of  the  seven- 
point  proposal.   He  would  appreciate  hearing  from  you  or  your 
staff  if  our  interpretation  is  not  consistent  with  your  intentions 
in  any  respect. 

We  make  the  general  comment  that  this  is  the  first  pro- 
posal which  attempts  to  define  the  precise  need  for  new  legisla- 
tion and  to  confine  the  proposed  change  to  meeting  that  need.   We 
find  ourselves  able  to  agree  with  much  of  the  proposal.   Our  more 
specific  comments  are  as  follows: 

1.   Federal  Option.   We  fully  concur  in  the  principle 
that  foreign  banks  should  have  the  same  election  to 
organize  under  state  or  Federal  law  as  domestic  banlis. 
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He  appreciate  recognition  that  this  election  cannot  be 
real  unless  the  foreign  bank  can  control  its  national 
bank  subsidiary  by  appointing  its  own  foreign  per- 
sonnel to  at  least  the  majority  of  -the  positions  on 
the  Board  of  Directors.   We  doubt  the  need  for  legis- 
lation authorizing  Federal  licensing  of  branches   and 
there  is  clearly  no  need  for  Federal  licensing  of 
agencies  in  the  absence  of  Federal  prohibitions  against 
domestic  deposits   We  would  not  expect  the  typical 
U.S.  banking  business  undertaken  by  foreign  banks  to 
take  advantage  of  this  Opportunity  for  organizing  under 
Federal  law  if  it  compels   as  it  probably  must,  manda- 
tory membership  in  the  Federal  Reserve  System.   We 
believe  that  the  benefits  of  System  membership  are  OUt- 
weighe..]  by  its  burdens  for  the  types  of  banking  businesses 
conducted  by  most  foreign  banks  in  the  United  States.   If 
a  Federal  option  for  foreign  banks  is  decided  upon,  it 
should  also  include  foreign  bank  eligibility  for  owner- 
ship of  Edge  flct  corporations,  an  option  more  likely  to 
be  used  than  Federal  incorporation  or  licensing  of  a.  bank. 

2.  Optional  System  Membership.  We  concur  in  the  proposal 
for  continuing  the  state  option  for  chartering  foreign 
bank  subsidiaries  and  licensing  foreign  bank  branches  and 
agencies   We  also  concur  in  continuing  the  option  for 
subsidiaries  to  join  the  Federal  Reserve  System  or  to  be 
non-members.   The  elaborate  legislation  necessary  for 
branches  to  be  able  to  join  the  System  seems  unnecessary 
as  it  is  not  likely  to  be  used. 

3.  Reserve  Requirements,   we  assume  the  the  "more 
direct  handle"  for  the  Federal  Reserve  Board  to  influ- 
ence foreign  bank  reserves  would  be  something  short  of 
subjecting  the  0  S   offices  of  foreign  banks  to  existing 
Federal  reserve  requirements.   We  suggest  that  there  is 

4  potential  not  yet  fully  utilized  for  carrying  out  Federal 
monetary  policy  through  cooperation  with  the  money  market 
states.   Accordingly,  we  would  implement  this  proposal 
with  an  appropriate  congressional  expression  to  stimulate 
the  Federal  Reserve  Board  and  the  key  state  banking 
supervisors  to  establish  cooperative  procedures  to 
assure  prompt  state  responses  to  changes  in  Federal 
reserve  rates  and  to  induce  the  Federal  Reserve  Board  to 
report  periodically  to  the  congressional  banking  committees 
on  the  results  of  such  cooperation.   If  more  is  needed, 

designated  by  the  Federal  Reserve  Board  to  apply  Federal 
Reserve  rates.   With  respect  to  the  inflow  and  outflow 
of  funds  of  foreign  banks  existing  reserve  requirement 
practices  have  little  potential  to  deal  with  extra- 
ordinary economic  conditions  causing  international 
movements  of  funds  so  large  as  to  threaten  U.S.  monetary 
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policy.   Such  conditions  may  require  emergency  measures 
which  cannot  be  determined  at  this  time   They  might 
take  the  form  of  international  agreement  or  they  might 
require  legislation  in  which  case  the  target  is  very 
likely  to  be  much  broader  than  u  S  offices  of  foreign 
banks.   Except  in  extreme  circumstances  probably  not 
yet  experienced,  the  size  of  these  movements  has  little 
impact  on  the  supply  of  money  and  credit  in  the  United 
States   aee  the  statement  submitted  by  Golerabe  Assc  ' 
Therefore,  there  appears  to  be  no  need  for  reserve 
quireraents  unique  to  the  U.S.  offices  of  foreign  1 
(The  Federal  Reserve  Board  is  considering  unique  ti 
which  its  proposed  bill  would  authorize  but  which  it  has 
not  discussed  at  the  House  or  Senate  hearings  on  foreign 
bank  legislation:   (a)   reserves  applied  to  agency  credit 
balances;  and  (b)  reserves  applied  to  advances  from  home 
offices).   If  the  Regulation  H  reserves  applied  to 
offshore  Eurodollar  deposits  have  any  value  as  applied 
to  O.S  offices  of  foreign  banks   reliance  should  con 
tinue  to  be  placed  on  the  current  universal  voluntary 
compliance  with  Regulation  M  reserves  by  the  U.S.  offices 
of  foreign  banks  at  the  request  of  the  federal  Reserve 
Board.    Finally,  we  wish  to  qualify  the  foregoing  comments 
on  reserve  requirements  by  expressing  our  strong  belief 
that  Congress  whether  or  not  legislation  is  enacted, 
should  assure  that  mandatory  reserve  requirements  do  not 
become  discriminatory,  that  is  to  say  that  they  are  not 
made  applicable  solely  to  united  States  offices  of  foreign 
banks  by  statute  or  regulation. 

4.   Reporting.   Federal  registration  would  add  nothing 
to  effective  reporting  requirements  and  would  be  inappro- 
priate for  banks  organized  under  state  law   Existing 
Federal  reporting  requirements  for  U.S.  offices  of  foreign 
banks  are  supported  by  both  Federal  statutes  and  the  powers 
of  state  bank  supervisors.   Although  there  has  been  no 
demonstration  that  these  reports  are  inadequate  or  that 
they  cannot  be  improved  by  administrative  action  by  the 
Pederal  Reserve  Board  we  have  no  objection  to  any  rea- 
sonable measures  to  assure  that  the  Federal  Government 
is  adequately  informed  about  the  activities  of  U.S. 
offices  of  foreign  banks  whether  for  purposes  of  monetary 
policy,  foreign  policy  or  possible  legislation. 

il  PDIC  insurance  coverage 
;ic  deposits  of  foreign  bank 
branches.  It  should  not  be  applied  to  foreign  bank 
agencies  (or  to  New  York  investment  companies  if  they 
are  to  be  covered) on  the  erroneous  theory  that  credit 
balances  are  the  satne  as  deposits.  The  practicality 
of  this  option  depends  upon  satisfying  the  FDIC  with 
regard  to  safeguards  for  the  insurance  fund.   Accordingly, 
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we  urge  that,  rather  than  attempt  to  legislate  a  solution 
now  of  the  safeguard  problem,  FDIC  consult  with  foreign 
banks  and  with  appropriate  state  bank  supervisors  and 
thereafter  report  to  Congress  on  the  need,  risks  and 
possible  safeguards  for  such  insurance. 

6.  Hon- Bank  Holdings.  We  consur  that  the  best  way  to 
avoid  the  difficult  grandfather  issue  at  this  time  is  to 
avoid  amending  the  Bank  Holding  Company  Act  and  that  the 
only  serious  issue  is  securities  affiliations.  In  order 
to  effectively  deter  expansion  of  securities  affiliates 
pending  congressional  consideration  of  amendments  of  the 
Glass-Steagall  Act  and  its  possible  application  to 
foreign  banks,  we  suggest  that  the  banking  committees 

of  Congress  express  in  a  report  the  intention  to  give  a 
liberal  period  of  time  for  adjustment  to  an  amended 
Glass-Steagall  Act  to  those  foreign  banks  which  do  not 
add  new  securities  affiliations  or  new  activities  of 
existing  securities  affiliations  after  the  date  of  that 
report.   He  would  hope  that  any  amendment  to  the  Glass- 
Steagall  Act  having  the  effect  of  requiring  divestitures 
would  provide  for  the  protection  of  existing  investments, 
but  that  would  be  an  issue  for  hearings  other  than  those 
held  on  S.95B. 

7.  Multi-State  Banking.   Your  hearing  record  makes  it 
clear  that  there  is  no  need,  in  terms  of  fair  competition 
or  otherwise,  to  impose  one-state  restrictions  on  agencies 
and  branches  of  foreign  banks.   He  agree  that  reliance  on 
the  decisions  of  the  financial  center  states  on  whether 

to  admit  foreign  banks  has  a  precedent  in  Section  3(d) 
of  the  Bank  Holding  Company  Act. 

In  conclusion,  we  believe  that  the  sensible  positions  of  the 
proposal  add  up  to  little  which  requires  new  legislation  at  this  time. 
He  are  concerned  that  a  foreign  bank  bill  at  this  time  would  be  en- 
cumbered with  protectionist  and  discriminatory  provisions  in  view 
of  the  current  climate  of  opinion  in  the  United  States.   For  this 
very  practical  reason,  we  hope  that  the  Senate  does  not  start  down 
the  road  of  foreign  bank  legislation,  ending  up  with  a  bill  expos- 
ed to  the  legislative  process  in  both  Houses  and  to  the  trading  which 
might  result  in  conference  with  the  House.   An  alternative  to  legis- 
lation at  this  time  could  be  a  report  of  your  Subcommittee  or  the  full 
Committee  which  contained,  along  with  your  findings,  expressions 
with  respect  to  Federal-state  cooperation  on  reserve  requirements, 
FDIC  investigation  of  safeguards,  adequate  reports  to  the  Federal 
Government,  and  warning  about  expansion  in  the  Glass-Steagall  area. 
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We  appreciate  the  opportunity  to  comment  on  the  thought- 
ful proposal  which  you  handed  us  at  the  hearings.   We  are 
available  at  any  time  to  consult  with  you  about  your  proposal. 

Respectfully  yours, 

SHAW,  PITTMaH,  POTTS  (  TROWBRIDGE 


—  -Steuart  E.  Pittman 
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Institute  of  Foreign  Bankers 

Interpretation  of  the  Seven-Point  Proposal 

Received  from  Chairman  Mclntyre 


1.  Foreign  banks  would  have  the  option  to  incorporate 
a  subsidiary  or  have  licensed  a  branch  under  Federal 
as  well  as  state  law.   The  Federal  option  would  be 
subject  to  Federal  supervision  and  subject  to  mandatory 
membership  in  the  Federal  Reserve  System.   In  the  case 
of  subsidiaries,  no  directors  would  be  required  to  be 
U.S.  nationals.  The  existing  National  Bank  Act  policies 
with  respect  to  geographic  location  would  be  applied. 

2.  Foreign  bank  offices  in  the  U.S.  would  not  be  subject 
to  mandatory  Federal  Reserve  System  membership. 

3.  The  Federal  Reserve  Board  ability  to  influence  re- 
serve ratios  applicable  to  state  chartered  or  licensed 
offices  of  foreign  banks  would  be  improved,  but  only 
to  the  extent  required  to  avoid  impairment  of  monetary 
policy. 

4.  Assure  the  ability  of  the  Federal  Government  to 
collect  all  information  about  foreign  bank  activities 
necessary  to  carry  out  Federal  banking  policy,  includ- 
ing information  bearing  on  the  possible  need  for  future 
legislation. 

5.  Optional  FDIC  insurance  would  be  made  available 

to  foreign  bank  branches,  which  accept  domestic  deposits, 
with  appropriate  safeguards  to  protect  the  FDIC  insurance 

fund. 

6.  Instead  of  bringing  foreign  bank  branches  and  agencies 
under  the  prohibitions  of  Section  4  of  the  Bank  Holding 
Company  Act,  foreign  banks  would  be  warned  against  expand- 
ing their  securities  operations  pending  resolution  of  the 
Glass-Steagall  issue,  with  the  expectation  that  the  Glass- 
Steagall  Act  as  ultimately  amended  might  apply  to  securi- 
ties firms  controlled  by  foreign  banks. 

7.  Instead  of  amending  the  Bank  Holding  Company  Act  to 
bring  foreign  bank  branches  and  agencies  under  the  one- 
state  restrictions  proposed  by  the  Federal  Reserve  Board, 
foreign  bank  branches  and  agencies  would  continue  to  be 
allowed  to  locate  as  permitted  by  state  law  (or  by  Federal 
law  if  a  Federal  option  is  available  and  elected) . 
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March  31,   1976 


MEMORANDUM 


Legislation  Regulating  Foreign  Bank 

Operations   in   the  United  States 


Introduction 

The  New  York  Clearing  House  Association  has 
prepared  this  memorandum   in  response  to  an  outline  of 
foreign  bank  legislation  developed  by  the  Financial   Insti- 
tutions Subcommittee  of  the  Senate  Banking*   Bousing  and 
Urban  Affairs  Committee.      The  outline  was  presented   to  the 
Clearing  House  Committee  Chairman  at   the  conclusion  of  his 
testimony  before  the  Subcommittee  on  Senate  Bill  958,    the 
Poreign  Bank  Act  of  1975. 

The  stated   assumption  of  the  outline   is  a  decision 
by  Congress   that   it  needs   "to  establish  a  better    federal 
handle  over  foreign  banking  in  the  United  States".     While 
the  Clearing  House  believes  that  additional  legislation 
regulating  foreign  banks  is  neither  necessary  nor  desirable, 
the  following  comments  are  offered  in  an  effort  to  be  of 
assistance   to   the  Subcommittee. 
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Proposal  No.    1 

The  Clearing  House  endorses   the  first  proposal, 
which  would  extend  the  dual   banking  system  to  foreign  banks 
by  providing   a  federal  licensing  or   chartering  option. 
Allegations   that  foreign  banks  enjoy  favored   treatment    in 
the  United  States  have  obscured   the   fact  that  existing 
legislation  and  chartering  policies   actually  discriminate 
against  foreign  banks.      Less  than  ten  states  permit   for- 
eign bank  operations  of   any  sort;   most  of   the  states 
which  permit   foreign  bank  entry  impose   restrictions  on 
powers,   geographic   location  or  both;   national   bank  charters 
are  made  unattractive   for   foreign  banks  by  the   requirement 
that  all  directors'  be  United  States  citizens;    foreign  banks 
are  prohibited   from  owning  Edge  Act  Corporations,   the 
vehicle  through  which  American  banks  conduct    international 
business   in  a  number   of  major   financial   centers.     A  federal 
chartering  option  would  relieve  this  discrimination  against 
foreign  banks. 

A  federal   chartering  option  would  benefit  not 
only  foreign  banks,   but  United  States  trade  and  commerce 
as  well.      The   removal  of  entry  barriers  would  result   in 
increased   competition,   with  inevitable  benefit  for  American 
business  and   the  American  consumer.     The  availability  of 
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additional  sources  of  financing  would  be  of  particular 
assistance  to  companies  engaged  in  international  trade. 

As    indicated  by  the  first  proposal!  one   step 
in  relieving   the  discrimination  against  foreign  banks 
would  be  elimination  of  the  ceetrictlon  on  nationality 
of  national  bank  directors.      In  this  regard.   5.956  does 
not  afford  adequate  relief.      A  pure  nondiscriminatory 
policy  would  provide  for   the  elimination  of  all   restrictions  ■ 
on  director  nationality.      S.9S6.    in  contrast!   would   require 
that  two-thirds  of  the  directors  of  a  foreign-owned  national 
bank  be  United   States  citizens     —  a  requirement  that  may 
continue  to  preclude  a  meaningful   national   bank  charter- 
ing alternative.* 

The  first  proposal  suggests  that  selection  of  the 
federal  chartering  option  would  involve  mandatory  Federal 
Reserve  System  membership.  While  the  Clearing  House  has  not 
attempted  any  formal  poll  of  foreign  bankers,  we  understand 
that  they  would  regard  such  a  requirement  as  both  reasonable 
and  acceptable.     There  is  a  basic  difference  between  such  a 


The  Federal  Reserve  Board's  original  proposal    for    foreign 
bank  legislation  was  preferable   in  that   it  would  have 
permitted  as  many  as  501  of  the  directors  to  be  foreign 
nationals.     The  Federal  Reserve's  memorandum  describing 
the  differences  between  the  original  proposal  and  S.958 
does  not  provide  any  explanation  of  this  revision. 
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requirement   and  a  requirement   {as   in  S.956)    that  all   foreign 
bank  operations   in  the  United  States,    irrespective  of   their 
charter,    become  Federal  Reserve  members.      The  former   follows 
the  principle  of  equality  of  treatment,   since  both  domestic 
and   foreign  banks  with  federal   charters  would  be   required   to 
assume  Federal  Reserve  membership.      The  latter    is  discrimina- 
tory,   since  the  membership  requirement   for  state  chartered 
operations  would  be  imposed  on  only  foreign  banks. 

The  first  proposal   also   suggests  that  geographic 
location  of   federal   chartered   foreign  bank  operations  would 
be  left  to  the  federal  regulator.     This  suggestion  is 
appropriate. 

The  Clearing  House  believes   that  a  meaningful 
federal  chartering  option  for  foreign  banks  should  include 
at  least  three  basic  elements.     First,  as  indicated  in  the 
subcommittee's  outline,   the  restrictions  on  nationality  of 
national   bank  directors  should  be  removed.      Second,    a 
federal  branch  charter,   similar   in  concept  to  Section  18  of 
S.9S8,    should  be  made  available.      Third,    the  restrictions  on 
the  nationality  of  owners  of  Edge  Act  Corporations,  which 
presently  preclude  foreign  bank  ownership  of   such  Corpora- 
tions,  should   be   removed. 
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Proposal  Mo.    2 

The  Clearing  House  endorses  the  second  proposal, 
which  would  permit  each  state   to  make    its  own  decisions 
regarding   the  state  chartering  of   foreign  bank  operations.* 
Federal  Reserve  membership  for  state  chartered  operations 
would  be  voluntary. 

This  second  proposal,   which  represents  a  continua- 
tion of  present  practice,   is  consistent  with  two  important 
policy  goals.      First,   there  would  be   true  equality  of 
treatment.      Federal  Reserve  membership  would  be  optional 
for   both  foreign  and  domestic  banks  operating  under   state 
charters.      Second,   the  dual  banking  system  would  be  pre- 
served.     The  various  states  would  have  the  opportunity  to 
adopt  chartering  policies  which  were  deemed   best  suited  to 
the  particular   needs  of  their   constituencies. 

Proposal  Ho.    3 

The  proposal  to  provide   the  Federal   Reserve  with 
a  more  direct  "handle"  over  foreign  bank  reserves  would  be 
troublesome   if   the  handle  consists  of  a  mandatory  reserve 
program.     Such  a  program  would  discriminate  against   foreign 
banks  —  and  thus  conflict  with  the  policy  goal  of  equality 


The  effect  of  the  second  proposal  is  to  permit  limited  multi- 
state  operations  by  foreign  banks.  The  issue  of  multi-state 
banking   is  addressed   in  the   analysis  of  the  seventh  proposal. 
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of  treatment  —  because   all  domestic  banks  are  not  subject 
to  federal   reserve  requirements. 

It  has  been  suggested  that  the  discriminatory 
aspect  of  a  mandatory  reserve   requirement  for   foreign 
banks   is  largely  theoretical.      The  argument   is  made  that 
although  domestic  banks  are  not  required  to  become  Federal 
Reserve  members,   all  the  large  domestic  banks  with  which 
foreign  banks  compete  are  in   fact  members.      Imposition 
of  reserve   requirements  on   foreign  banks   is  then  justified 
as  restoring  rather  than  diminishing  competitive  equality. 

The  Clearing  House  believes  that  a  mandatory 
federal    reserve  program   for    foreign  banks  would  be  discrimi- 
natory in  practice  as  well  as  in  principle.     At  the  present 
time,  the  cost  of  funds  for  foreign  banks  operating  in 
the  United  States    is  at  least  equal   to,    if  not  higher  than, 
the  cost  for  domestic  banks,     virtually  all  foreign  banks 
operating  in  the  United  states  are  subject  to  state  reserve 
requirements.*     Of  even  greater    importance,   only  a  handful 
of  foreign  banks  operating  in  this  country  have  ready  access 
to  demand  deposits;  all  the  others  must  fund  their  loans  with 
purchased   funds.      Accordingly!   the   imposition  of  additional 


These  state   requirements  are  admittedly  less  onerous  than 
the   federal    reserve   requirements,  because  the  states  permit 
nonmember  banks  to  earn   interest  on  reserve  assets. 
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reserve  requirements  would  place   foreign  banks  at  a  signi- 
ficant competitive  disadvantage. 

A  mandatory  reserve  program  for   foreign  banks   is 
presumably  justified  on  the  basis  of  increasing  the 
Federal  Reserve's  capability  to  effect  monetary  control. 
It  should  be   recognized,   however,    that  a  number  of  economic 
analysts  have  questioned  whether  additional  reserve  require- 
ments would  have  an  effective  impact  on  monetary  control. 
Starleaf,   Reserve  Policies  and  Monetary  Control,    30  Journal 
of  Finance  9SS   (1975);  Robertson  and  Phillips,   "Optional 
Affiliation  with   the  Federal  Reserve  System  for  Reserve 
Purposes"    (1974).      The  Federal   Reserve's  chief  instrument 
for  monetary  control  has  not  been  reserve  requirements,  but 
rather    its  open  market  operations. 

Even  if  reserve  requirements  can  be  effectively 
used  for  monetary  control  purposes,    it   is  doubtful    that  the 
imposition  of   reserve  requirements  on   foreign  banks  alone 
would  yield  any  significant  results.      The  deposits  of  foreign 
banks  which  are  not  presently  subject  to  federal  reserve 
requirements  represent  less   than  2t  of  total  commercial 
bank  deposits  in  the  United  States.*     Honmember  domestic 


Approximately  one-third  of  the  deposits  held  by   foreign 
banks  in  the  United  states  are  subject  to  federal  reserve 
requirements  as  a  result  of  voluntary  decisions   that 
subsidiary  banks  should  become  Federal  Reserve  members. 
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banks  bold  aggregate  deposits  fat   in  excess  of  those  of 
foreign  bank  branches.     The  aggregate   amount  of  loans  by 
savings  and   loan  associations,  mutual   savings  banks,   life 
insurance  companies  and  finance  companies  is  1600%  larger 
than  foreign  bank   loans. 

In  studying   the  necessity  of  a  mandatory  reserve 
program  for   foreign  banks,   an  important  consideration  should 
be  the  Federal  Reserve's  successful   use  of  voluntary  programs. 
when  the  1973  money  crunch  resulted  in  a  rapid  repatriation 
of  Eurodollars,  the  Federal  Reserve  requested  that  foreign 
banks  operating    in  the  United  States  voluntarily  maintain 
the   same  Bt   reserves   against  funds  borrowed   abroad  as  were 
required  for  domestic  banks.     Virtually  all  foreign  banks 
are  reported   to  have  complied  with  this  request.     At  the 
same  time,   the  Federal  Reserve  imposed  a  so-called  "marginal" 
reserve   requirement  of   3t  on  certain  types  of  purchased 
funds,  and  requested  foreign  banks  to  observe  this  reserve 
requirement.     Again,    the   foreign  banks  complied  on  a  vol- 
untary basis.      The  foreign  bank  record  of  compliance  with 
the  Voluntary  Foreign  Credit  Restraints   is  reported   to  have 
equaled  that  of  domestic  banks. 

Proposal  No.   4 

The   fourth  proposal  would   "superimpose  a  federal 
registration  and  reporting  requirement  over  foreign  banks 
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to  permit  the  Federal  government   to  better  monitor   their 
activities".* 

The  Subcommittee  expresses  a  legitimate  concern 
that  federal   authorities  should   receive   information  regarding 
the  activities  of  foreign  banks  in  the  United  Statee. 
Nonetheless,    this  fourth  proposal   conflicts  with  the  policy 
of  equality  of   treatment,    since  all  domestic  banks  are  not 
subject   to   federal    reporting  requirements.      Accordingly ,    the 
Clearing  House   recommends  that  a  mandatory  reporting  system 
should  not  be  legislatively  imposed  unless  present  methods 
of  obtaining   information  cease   to  be  effective. 

The  Federal   Reserve  Board  presently  receives 
considerable   information  regarding  foreign  bank  operations. 
Foreign  banks  submit  detailed  monthly  reports   to   the  Board, 
including  amounts  of  deposits  and  loans  by  designated  cate- 
gories,  geographical  distribution  of  deposits  and  loans,   and 
holdings  of   securities.      Foreign  banks  are   reported   to  have 
complied  with  every  request  for  additional    information.      The 
New  York  State  Banking  Department  developed    its  examination 


This   fourth  proposal   1b  presumably  directed   to  state 
chartered  operations.      The   imposition  of  federal    report- 
ing  requirements  on  those   foreign  banks  which  select  a 
federal   charter  would  be  a  natural  condition  of  the 
federal   charter . 
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format   for   foreign  bank  branches  and   agencies   in  conjunction 
with  the  Federal   Reserve,    and   the  examination  reports  are 
furnished  to  the   Federal   Reserve.      The  state  banking  depart- 
ments consult  with  the  Federal   Reserve  Board  on  foreign  bank 
applications  to  charter   state   facilities.      The  Clearing  Bouse 
believes   that  the  success  of   these  present   information  gathering 
processes  renders   unnecessary  a  mandatory  reporting  program  which 
would  discriminate  against   foreign  banks. 

If  Congress  does  determine  that   a  mandatory  federal 
reporting  program   is  necessary,    two  guidelines   should  be 
followed    in  developing   such  a  program.      First,   no   reports 
should  be   required   for   banking  activities  conducted  outside 
the  United  States.     As   recognized  by  the  Federal   Reserve 
Board    in  Section  6  of  5.958,    reporting   requirements   for 
foreign  operations  would   in  many  cases  conflict  with  foreign 
law  and  effectively  foreclose   the  United  States  market  to  a 
number   of   foreign  banks.      Second,   the   reporting   requirements 
for  foreign  banks  should  not  be  more  onerous  than  those 
imposed  on  domestic  banks. 
Proposal   So.    5 

The  fifth  proposal  would  make  FDIC   insurance  avail- 
able to  any  foreign  bank  branch  or   agency  which  accepts 
domestic  deposits,   provided   that  there  were  appropriate 
safeguards  to  protect  the    insurance   fund.      The  Clearing 
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House  believes   that  the   availability  of  FDIC   insurance   to 
foreign  banks   is  consistent  with  the  basic  goal  of  equality 
of  treatment,   and   is  accordingly  desirable  as  a  matter  of 
principle. 

There  is,  however,  a  question  as  to  the  feasibility 
of   implementing  appropriate  safeguards   for  foreign  banking 
entities  which  are  not  separately  incorporated.      The  problem 
is  that  there  can  be  little  or   no  control  over   the   Institution 
which  is  primarily  responsible   for   the  financial  health  and 
solvency  of  a  foreign  bank  branch  —  the  foreign  bank  head 
office  —  or   over   the   shifting  of  assets  and  liabilities 
between  the  head  office  and   foreign  offices.      Many  bankers 
and  bank  regulators,    including  Governor  Mitchell,*  have 
concluded  that   the  ultimate   responsibility  for   the  safety 
and  well-being  of  a  branch   in  a   foreign  country  must  rest 
witb  tbe  home  office   and  the  bank   regulatory  authorities  of 
the  home  country. 

Tbe  absence  of  FDIC  insurance  for  foreign  bank 
branches  does  not,    in  practice,    seriously  impair   their 
competitive  position.      Few  foreign  bank  depositors  are 
concerned  with  deposit   insurance,    since  most  accounts 
far   exceed  the  FDIC  insurance  maximum. 


Remarks  by  Governor  Mitchell,    'U.S.    Regulatory  and 
Monetary  Policies  and  the  International  Operations 
of  U.S.    Banks",   at  Hew  York  City  Conference  on  Inter- 
national  Monetary  Problems,   June  10,    1974. 
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Proposal  Mo.    6 

Aa  the  Clearing  House  understands  Proposal  No.    6, 
no  legislative   action  would  be  taken  with  respect   to  foreign 
banks'    securities  affiliates  pending  completion  of  Congress1 
general   review  of  the  Glass-Steagall  Act.*     During  this 
interval,    foreign  banks  would  be  cautioned  against  expansion 
of  their   securities  activities.      Dpon  resolution  of   the 
various  Glass-Steagall   issues,   that  Act  would  be  applied 
equally  to  domestic  and  foreign  banks  and   there  would  be  no 
grandfather  privileges. 

The  Clearing  House  believes  that  legislation 
imposing  additional  Glass-Steagall  Act  restrictions  on 
foreign  banks  would  not  serve  the  purposes   for  which  the  Act 
was   intended.      Of  even  greater    importance,    legislation 
lacking  grandfather    rights  would  be  highly  inequitable. 

The  Glass-Steagall  Act's  restrictions  against  the 
combination  of  commercial   banking  and   certain  securities 
activities  are  presently  applied   to  all   foreign  banks  which 
own  bank  subsidiaries   in   the  United  States.**     Accordingly, 


As   used    in  this  memorandum,    the  teem   "Glass-Steagall 
Act"    refers   to  only  those  provisions  of  the  Banking  Act 
of  1933  which  restrict  bank  securities  activities. 

Those  subsidiaries  which  are  Federal   Reserve  members 
are  subject   to  precisely  the  same  Glass-Steagall 
limitations  as  domestically  owned  member   banks.      Foreign 
bank  subsidiaries  which  have  not  opted    Ear   Federal 
Reserve  membership  have  been  effectively  subjected 
to  the  same  limitations  by  the  Federal  Reserve  Board's 
administration  of  Section  4  of  the  Bank  Holding  Company 
Act.      Banco  di  Roma,   1972  Fed.    Res.   Bull.    940. 
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application  of   the  Glass-Steagall  Act  to  foreign  banks 
would  actually  affect  only  those   foreign  banks  which  conduct 
tbeir   United  States  banking  operations  through  branches 
or  agencies. 

Imposition  of  the  Glass-Steagall   restrictions 
on  foreign  banks  with  United  States  branches  and  agencies 
would  not  significantly  advance  the  Act's  objectives  of 
protecting  depositors  and  banks   from  the  risks  involved 
in  certain  securities  activities.      Those   foreign  banks 
which  operate  securities  affiliates   in  the  United  States 
also  engage  in  securities  activities  in  their  hone  countries  — 
as  is  permitted  by  the  laws  of  their  hone  countries. 
It  is  unlikely  that  limitations  on  securities  activities 
conducted   in   the  United  States  would  have  a  meaningful 
effect  on  the  solvency  of  foreign  bank  branches  or 
agencies,  when  tbe  foreign  bank  itself  engages  in  a  full 
range  of  securities  activities   in  its  home  country.     Applica- 
tion of  Glass-Steagall   restrictions  to  foreign  banks  which 
operate  only  agencies  appears  particularly  unnecessary, 
since  such  agencies  have  no  depositors  to  protect. 

Proponents  of  legislation  which  would  prohibit 
foreign  bank  securities  affiliates  have  attempted  to  justify 
their  position  on  the  basis  of  restoring  competitive  equality 
with  domestic  banks.      The  weakness  of  this  argument   is  dem- 
onstrated by  the   absence  of  complaints  from  domestic   banks. 
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The  most  vocal  supporters  of  legislation  to  correct  an 
unfair  competitive  advantage  are  normally  those  competitors 
which  ace  operating  at  a  disadvantage. 

The  competitive  advantage  argument  is  also  nullified 
by  the  modest  scope  of  foreign  bank  securities  affiliates. 
There  are  only  ten  such  affiliates  in  the  United  States)  the 
largest  ranks  49th  (on  the  basis  of  capital),  and  the  next 
two  largest  rank  81st  and  99th,  respectively.   Securities 
affiliates'  services  are  for  the  most  part  limited  to  deal- 
ings in  United  States  securities  for  foreign  customers,  and 
thus  merely  represent  an  extension  of  on-going  securities 
activities  being  performed  in  the  home  country.* 

If  Congress  does  decide  to  impose  additional  re- 
strictions on  foreign  bank  securities  activities  in  the  United 
States,  the  Clearing  House  believes  that  grandfather  rights 
must  be  provided  in  order  to  avoid  a  highly  inequitable 
result.   Foreign  banks  established  their  securities  affil- 
iates in  accordance  with  what  was  then  the  applicable  law. 


Remarks  by  Governor  Mitchell  before  the  annual  conven- 
tion of  the  Bankers'  Association  for  Foreign  Trade, 
April  10,  1974;  Banco  dl  Roma,  1972  Fed.  Res.  Bull.  940. 
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A  number  of  these  affiliates  have  been  in  operation  for 
many  years.  Many  represent  considerable  investments  of 
personnel  and  funds  -  investments  which  would  be  rendered 
largely  valueless  in  the  absence  of  grandfather  rights. 
There  appears  to  be  no  reason  for  refusing  grandfather 
rights  which  is  sufficiently  compelling  to  justify  the 
forced  termination  of  long-standing   business  operations. 

A  failure  to  grant  grandfather  rights  would  also 
clash  with  the  policy  of  equality  of   treatment   for  domestic 
and   foreign  banks.      Under   the   1970  Amendments   to   the  Bank 
Holding  Company  Act,   non-banking   activities  were   afforded 
grandfather  protection  from  the  Section  4  prohibition 
against  such   activities.      Consequently,    a  domestic   bank 
holding   company  which  had  owned   both  a  nonmember  bank  and  a 
securities  affiliate  on  the  grandfather  date  was  permitted  to 
retain  the  securities   affiliate.      In  contrast,   all  foreign 
banks  would   be  required   to  divest  their  securities  affiliates. 
Additional  precedent   for  providing  grandfather  rights  to 
foreign  bank  securities  affiliates    is   found   in  Section  3(d) 
of  the  Bank  Holding  Company  Act    (multi-state  bank  subsidiaries) 
and  the  HcPadden  Act    (branch  banking). 

Proposal  No.    7 


As   the  Clearing  House   understands  Proposal  No.    7, 
the    individual   states  could  continue   to  charter   foreign  bank 


!y  Google 


entities  regardless  of  whether   the   foreign  bank  applicant 
conducted  operations    in  other   states.     Grandfather   provisions 
for  multi-state  operations  would  not  be   included  because 
they  would  be  unnecessary. 

The  Clearing  House  endorses  this  seventh  pro- 
posal.    It  advances  numerous  public  policy  objectives, 
including  equality  of  treatment,   increased  competition, 
development  of  United  States  cities  as  financial  and  trade 
centers,  preservation  of  the  dual   banking   system  and    increased 
funding   for  American   industry  and  commerce. 

As  the  Subcommittee's  outline  correctly  recognizes, 
United  States  banks  are  not  placed  at  any  real   competitive 
disadvantage  as  a  result  of  foreign  banks'   capacity  to  engage 
in  multi-state  operations.     There  are   two  basic   reasons   for 
this  absence  of  competitive   Inequality. 

First,   the  capacity  Of   foreign  banks  to  engage 
in  multi-state  operations   is  quite  limited.     As   is  the  case 
with  domestic   banks,    foreign  banks  cannot  engage   in  full 
service  banking  operations  through  bank  subsidiaries  in  more 
than  one  state.     Operations   in  a  second   state  can  only  be 
conducted  through  a  branch  or   agency,    and   such  entities  are 
limited  both  as  to  their  powers   and  geographic   location.      An 
agency  cannot  accept  deposits,   and   in  California  even  a  branch 
is,    in  effect,  prohibited   from  receiving   domestic  deposits.      A 
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foreign  bank  branch  in  Illinois  must  be  located  in  an  approxi- 
mately two  mile  square  area.  Consequently,  multi-state  opera- 
tions of  foreign  banks  are  largely  limited  to  the  financing  of 
international   transactions. 

Second,  domestic  banks  are  provided  legal  vehicles 
with  which  to  compete  against  foreign  banks  engaged   in  multi- 
state  operations  -  Edge  Act  Corporations.      These  Corporations, 
which  cannot  be  chartered  by  foreign  banks,   are  established 
by  major  domestic  banks   in  financial  centers  outside  their 
home  cities.    The  powers  of  Edge  Act  Corporations  are  generally 
limited   to  the   financing  of   international   trade,   but,   as  men- 
tioned,   the  multi-state  operations  of  foreign  banks  are  effec- 
tively subject  to  the  sane  limitation. 
I 

The  underlying  policy  of   the  seventh  proposal    is 

state  home  rule.     As  the  Subcommittee's  outline  accurately 
notes,   the  precedent  for  such  a  policy  is  established  by  Sec- 
tion 3(d)  of  the  Bank  Holding  Company  Act.     Under  Section  3(d), 
the   individual   states  are  authorized   to  formulate  their   own 
policies   regarding   the  acquisition  of  in-state  banks  by  out- 
of-state  holding  companies. 

The  Subcommittee's  outline  further   recognizes  that 
no  legislation   is  necessary   to    implement  a  similar  home   rule 
structure   for   foreign  bank  branches  and   agencies.      At   the 
present   time,    a  state  can  deny  a  branch  or  agency  charter   to 
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a  foreign  bank  on  the  basis  of  its  banking  operations  in  other 
states,  or,  alternatively,  a  state  can  determine  that  multi- 
state  operations  are  not  objectionable.* 

Sections  3(2)  and  3(3)  of  S.958  may  also  be 
intended  to  establish  a  state  home  rule  policy  for  foreign 
bank  charters.   These  provisions  are,  however,  unnecessary 
since  such  a  policy  is  presently  In  effect.   Furthermore, 
the  attempt  to  graft  a  proposal  relating  to  foreign  banks  on 
an  alien  body  of  law,  the  Bank  Holding  Company  Act,  results 
in  a  number  of  serious  technical  problems.   These  technical 
problems  are  discussed  in  detail  in  Exhibit  1  to  this 
memorandum.** 

Respectfully  submitted, 

THE  NEW  YORK  CLEARING  HOUSE  ASSOCIATION 


In  contrast,  the  section  3(d)  legislation  was  required 
in  order  to  provide  states  with  control  over  acquisi- 
tions of  in-state  banks  by  out-of-state  holding  companies 

'  Exhibit  1  consists  of  pages  36  to  44  of  a  Clearing  House 
memorandum  outlining  technical  defects  in  S.958.   The 
memorandum  was  presented  as  an  appendix  to  the  written 
testimony  of  the  Clearing  House  Committee  Chairman 
presented  to  the  Subcommittee. 
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20.     section  3(3);  Bone 

Section  3(3)    of  PBA-74  adds   Sections   3(g)    and 
3(h)    to  BBC A  foe  the  purpose  of  restricting  the  multi-state 
operations  of    foreign   banks    through  branches  and  agencies. 
Section  3(h)    will   be  discussed    first  because    it  applies    to 
multi-state  expansion  during   the  period  between  the  FBA-74 
grandfather  date    (i.e.,    the  date  on  which    the  legislation 
was   first   introduced   in  Congress)   and  the  date  of  enactment 
of   FBA-74.      This  period    is  hereinafter    referred   to   as 
the  "Legislative   Interval".      Section  3(g)    covers  multi-state 
expansion  subsequent   to    enactment  Of   FBA-74. 

Section  3(h)    can  be  viewed   as    somewhat  discrimina- 
tory when   its  requirements  are  compared    to    those  which 
Section  3(d)    imposed    in  1966   on  domestic  multi-bank   holding 
companies.      Section  3(h)    effectively  requires  a   foreign 
bank   to  divest   itself  of   any  branches   and   agencies  outside 
of    its  home   state  which  were   acquired    in    the   Legislative 
Interval.      In   contrast,    the  multi-state  prohibition   imposed 
on  domestic    bank   holding   companies  by  Section  3(d)    applied 
only  prospectively  from   the  date  of    that  Section's  enact- 
ment, 
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Section  3(h)    contains    two   drafting   deficiencies. 
First,   the  divestiture  requirement  applies  only  to  branches 
and  agencies.     A  foreign  bank  with  a  branch  established  in 
one  state  before  the  grandfather  date  could  acquire  a  bank 
in  a  second  state  during  the  Legislative  Interval  and  not  be 
required  to  divest  itself  of  either.     However,  if   the  foreign 
bank  established  these  facilities  in  the  reverse  order  (_!.•., 
the  bank  was  established  before  and  the  branch  after  the 
grandfather  date),   divestiture   of    the   branch  would  be   re- 
quired. 

Section  3(h)    is  also  deficient  in  that  it  fails   to 
provide  an  exemption  for  a  foreign  bank  branch  opened  during 
the  Legislative  Interval*   if  a  statute  of   the  entry  state 
authorizes   the  branch.     The  proposed  Section  3{g)   permits  a 
foreign   bank    to  operate  a  branch    in  an  entry  state  which   has 
a  statute  specifically  authorizing  the  branch,  but  this  pri- 
vilege only  extends   to  those  branches  which  are  opened  after 
enactment  of   FBA-74.      In  other  words,   even    if  a   state  were   to 
pass  a  multi-state  banking  bill  during  the  Legislative  Interval, 
a  foreign  bank  with  a  banking   facility  in  another  state  would 
be  required  to  wait  until  passage  of  FBA-74  before  opening  a 
branch    in   the   first  state.      Such   a  result   appears    illogical, 
and  an  appropriate  exemption  has  been   included    in  the  attached 
mark-up  by  amending   Section  3(g). 
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21.     Section  313);   Hone 

Section  3(g)    can  be  divided   into   four  parts.      The 
first  sentence  establishes   the  basic  grandfather  provision.*     The 
second  sentence  restricts  future  foreign  bank  multi-state  opera- 
tions through  branches  and  agencies.     The   third  sentence  exempts 
conversions  of  branches  and  agencies    into   other  forms  of  banking 
institutions    from  the  multi-state   restriction.      The  fourth  sen- 
tence limits  this  conversion  privilege  by  prohibiting,   with  cer- 
tain grandfather  exemptions,  a  foreign  bank  to  operate   two 
different  types  of  banking  facilities   in  the  same  state. 

The  Section  3(g)    restriction  on  foreign   banks' 
multi-state  banking  activities  csn  be   regarded  as  discrimi- 
natory,   because   the   test    Imposed   for  entry  into   a   second 
state    is  more  difficult   for   a  foreign  bank   branch    than  for   a 
domestic  bank.     Under  both  Sections  3(d)   and  3(g),  the  acquisi- 
tion of  a  bunking   facility  in  an  entry  state   requires   specific 
authorization  by  the  statute  laws  of   that  state.      Section  3(g) 
slso   requires    that   the  establishment  of    foreign   bank  branches 
and  agencies  in  an  entry  state  must  be  authorized  by  legisla- 
tion  in  the  home   state.      In  contrast.   Section  3(d)    does  not 
impose  a  home  state  approval  requirement  on  domestic  bank 
holding  companies. 


A  grandfather  provision  would  not  be  necessary  absent   the 
divestiture   requirement  added    by  Section  3(h).      The   restric- 
tions   in  Sections   3(d)    and   3(g)    on  multi-state  banking  apply 
only  to   those  facilities  opened  after   enactment  of   FBA-74. 
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The  addition 'of   this  requirement  of   hone  state  ap- 
proval   In  Section  3(g)    has  no   relevance   to   the   original  pur- 
pose of   the  multi-state   restriction.      Section  3(d)    was    intro- 
duced   into   BHCA  to    enable   a  state   to  prevent  entry  by  a   bank 
holding   company  with  banking   operations    in  another  state, 
rather  than  to  provide  a  home  state  with  authority  oyer   its 
banks'   out-of-state  operations  -  authority  which   in  large 
measure   the  home   state  already  possesses. 

In  addition  to   this  basic  policy  issue,    there  are 
a  number  of  drafting  questions  created  by  the  second  sentence 
of  Section  3(g). 

FirstF    there    is  a  question  as   to   the   form  of   an 
entry  state  statute  which  would  satisfy  Section  3(g).      The 
requirement   that  there  be  authorization  "by  language   to 
that  effect   and  not  merely  by  implication'    would  presumably 
not  be  satisfied  by  a  statute  which  simply  permitted  state- 
chartered  foreign  bank  branches,   without  reference  to  the 
foreign  banks'   other  United  States  operations.     However,   is 
there  any  realistic   need  for  more  specific  statutory  language 
with  respect   to  state-chartered   branches,   since   the  entry 
state's  banking  authorities  would  have  full  power  to  approve 
or  deny  applications   for  such  branches?     As  mentioned,    the 
fear   of   pre-emption  of    state  bank  regulation  -   the  basis   for 
enactment  of  Section  3(d)    -  would  not  be   at  issue  when  a 
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foreign  bank  applies  for   a  state-chartered   branch.* 

A  second  question  arises    from   the    requirement   that 
the  entry  state  statute  specifically  authorize   a  branch  or 
agency  of   'an  out-of-state   bank".      Does    this  quoted    lan- 
guage mean  that  the   statute  must  allow  branching    by  banks 
other  than  foreign  banks  {which  are  not  "banks"   as  defined 
in  BHCA}?     In   other  words,    would  a   statute  qualify  if   it 
authorized   branches  of  foreign  banks  with  operations   in 
other  states,   but  not  branches  of  out-of-state  domestic 
banks?     The   attached  mark-up  adopts  language   so   as    to  per- 
mit a  limited  entry  statute. 

Third,    the   entry  state  statutory  requirement    in 
Section  3(g)    contains   a  phrase  which    is  not    found    in  Section 
3(d).      This  additional   phrase    requires    that  entry  be   specific- 
ally authorized   for  a  bank   "organized   under   the   laws  of    the 
State    in  which    the  operations  of    [the]    bank   holding  company    .. 
are  principally  conducted".      Read    literally.   Section  3(g)    may 
not  be   satisfied    by  a  general   statute  which   authorizes   entry 
by  all  out-of-state  banks,    and   this  additional    requirement 


There  would  be  a  potential  pre-emption  problem  if  the 
foreign  bank  opened  a  federal  branch  rather  than  a  state- 
chartered  branch.  However,  this  problem  could  perhaps 
be  best  resolved  in  Section  IB  of  FBA-74,  by  requiring 
that  the  establishment  of  a  federal  branch  in  an  entry 
state  be   approved    by  that  state's  banking  authorities. 
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has  been  deleted   in   the   attached  mark-up.* 

Fourth,  the  availability  of   the  Section  3(g) 
grandfather  privileges    is  unclear    in  the   event  of   a  merger 
of   two  foreign  banks  which  maintain  banking  facilities   in 
different  states.     A  company  covered  in  1975  may  retain 
and  operate   only  branches  and   agencies   "which  such  company 
had  established   on  or   before  December   3,    1974".     The  sur- 
viving foreign  bank  would  not   itself  have  established 
the  United    States  branches  of    the  merging    bank   prior   to 
that  date.**     As  previously  discussed  in  connection  with 
Section  3(a)(5)    of  BHCA,    an  exemption  for  mergers  of    foreign 
banks  may  be    appropriate. 

Fifth,   the  first  proviso   in  Section  3(g)   estab- 
lishes a  different  requirement   for  foreign   bank  branches 
in  an  entry  state   if   the   foreign   bank  operated  a  branch    in 
the  state  prior  to  the  grandfather  date.     In  such  a  situation, 
the    requisite  entry  state  statute  must  merely  "specifically 
authorize"    the   additional   branch;    there    is  no   requirement 
that  the  statute  contain  "language   to  that  effect  and   [be] 


The  Board  provides  no  explanation  of    this  phrase    in 
either   the   Section  Analysis  or   the  Principal   Features 
Memorandum. 

The    identical   problem   would  occur    under  Section  3(d) 
if  the  merging   bank  owned  a  subsidiary  bank  in  the 
United  States. 
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not  merely  by  implication".      Presumably,   a  general   statute 
authorizing   foreign  bank  branching  would  satisfy  the    re- 
quirements of    the  proviso. 

The    imposition  of  any   federal    requirement  on 
the  establishment  of  branches   in  a  state  in  which  a  foreign 
bank  has  grandfathered   banking   operations  can  be   regarded 
as  discriminatory.      Section  3   of  BHCA  effectively  permits  a 
domestic  bank  holding  company  to  expand  without   federal 
restriction  in  a  state   in  which   it  has  a  grandfathered   bank, 
since  Board  approval   is  not  required   if  banks  are  acquired 
by  merger   or   asset  acquisition.      In   an  early  case  under  BHCA, 
the   courts  refused   to   expand   Section  3(d)    by  implication   to 
cover   such    transactions.      State  of  South  Dakota  v.  national 
Bank  of  south  Dakota,  Sioux  Falls,    335  F.2d  444   (8th  Cir. 
1964),   cert,   den.,    379  D.S.    970    (1965).      Accordingly,    the 
attached  mark-up  deletes    the   requirement  that  additional 
branches   in  a  grandfathered  entry  state  be  authorized   by 
state  statute. 

Sixth,   the  wording  of   the  first  proviso   raises  a 
question  as   to  the  number  of  branches  which  may  be  established 
in  an  entry  state   in  which    the  bank   holding   company  is  grand- 
fathered.    The  proviso  refers   to  the  establishment  of  only  'an 
additional  branch".     If  it  is  intended  to  authorize  multiple 
branches   in  an  entry  state  under  the   terms  of   the  proviso. 
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the  word   "an"   should  be  replaced  by  "one  or  more". 

The    third  sentence   of  Section  3(g)    provides    that 
the  "conversion"  or  "change"  of  a  grandfathered  branch  or 
agency  into  a  "branch,  agency  or  other  form  of  banking 
organization"  does  not  violate  either  Section  3(g)   or 
Section  3(d).      This  exemption  creates    three  questions. 

First,   there  is  uncertainty  as   to  whether   the 
phrase  "other  form  of  banking  organization'    would  permit  a 
foreign  bank  to  replace  a  grandfathered  branch  with  a  full 
service  bank.      The   literal  meaning   of    the  phrase    and   the 
reference    in  the    third  sentence    to  Section  3(d)    suggest  an 
affirmative  answer.     Further,  the  Section  Analysis  refers 
(at  page   12)    to   the  conversion  of   a  branch    into  a  cor- 
poration.    However,    while   state   statutes   such  as    the  New 
York  Banking  Law  provide  for  "conversion"  of  an  agency 
into   a  branch,   or  vice  versa   (Section  2Q2-g) ,    there   is  no 
similar  provision  for   conversion   into   a  full  service   bank. 
Any  confusion  could  be  avoided    by  including  a    specific 
reference    to   banks. 

Second,   a  domestic    bank   subsidiary  of   a  foreign 
bank  would  not  be  permitted  to  convert  into  a  branch  of   the 
foreign   bank.      Such   a  transformation  may  provide   certain 
advantages,  primarily  utilization  of    the  parent  foreign 
bank's  higher  lending  limit.     Accordingly,   in  the  attached 
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mark-up  the    third   sentence  of  Section  3(g)    is  amended    to 
provide    foe  such   a  conversion. 

Third,  pursuant   to  Section  18(c)    of   FBA-74,   a 
state-chartered   branch  nay  convert   into  a  federal   branch. 
Such   a  conversion  was   presumably  intended    to  qualify  for    the 
Section  3(g)   conversion  exemption,  but   it   is  uncertain  as 
to  whether   the   literal    language   of   Section  3(g)    accomplishes 
the    intended    result.      Accordingly,    the  attached   mark-up  has 
been  expanded   to  specifically  include  a  Section  19(c) 
conversion. 

The   fourth  sentence   of  Section  3(g)    limits   the 
conversion  privilege  by  prohibiting   a   foreign  bank   to   operate 
two   different   types  of  banking   facilities    in  an  entry  state  - 
with  certain  grandfather  exemptions.      There    is  a  partial 
precedent   for. this  restriction   in  Section  202-d   of    the  Hew 
York  Banking   Law,  which  prohibits  a  foreign  bank   from  main- 
taining  both  a  branch   and   an  agency.      However,    this  Hew  York 
statute   is  not  as   extensive    as    the  proposed   federal  proscrip- 
tion,  and   several   Canadian  banks  maintain  both  a   trust  company 
and  an  agency  in  New  York.      Further,    if   there    is  any  justifi- 
cation for   this  limitation,    it   should  seemingly  apply   in   a 
home  state  as  well  as  an  entry  state. 
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C.    HANKING   FEDERATION   TO  THE  PROPOSALS 

HTHrgurKo  foi .lowing  the  hearihgs  bkfows 

;:MT'li'KE  OH  THE  FOREIGN   BANK  BILL   1975 


Following  the  hearings  before  the  Sub- Commit tee  on  Financial 
Institutions  of  (lie  Senate  Committee  on  Banking,  Housing  and  Urban 
AfFnLra   on   the  Foreign   Bunk   Bill   1975    (S.958),   a   paper  containing 

3   abisr  of   [>rop9:»ils  vis   handed   to  Lord  O'Brien  with  a   request 

for  comments   from  the  K.K.C.   Banking  Federation.      The   paper  seeks 
an  answer   to   the  question  whether   the   seven   proposals   set   out 
thcroln  would   nut  adequately  meet   public   policy   objectives. 

The   paper  lias   been  examined  by  those  concerned  within  the 
Member   States    of  Lhe  European  Community  and   It  would  appear  that, 
in  general,    the  proposals   reflect   a  reasonable  and  constructive 
approach.      We  are  not   entirely  clear  about   the   precise   implications 
in  certain   of  the   proposals   and  hope  that   the  correct   interpre- 
tation has   been  made.      For  clarity,   certain  assumptions   have  been 
3«t   down  against   each  item.      The  answers   have  been  given  on  the 
basis   of   these  assumptions   ;ind   If   the  assumptions   are   incorrect. 
It  would   be   important   to   the  E.E.C.    Banking  Federation  to   learn   of 
this   so   that   they   might   make  any  necessary  change   in  Che  answers 

The   proposals   contained   in  the  paper  appear   to  have  been 
drawn   up  with  a  view  to  meeting   the   difficulties  with  which  the 
foreign  banks  would  have  been  confronted  if  the  Foreign  Bank 
Bill  had   been   enacted  and   the  E.E.C.    Banking  Federation   is, 
therefore,   able   to  agree   In   principle  with  the  general  concept. 
It   is   necessary,   however,    to  set   out   the  following  specific 
comments !• 

Item  -    1.  Extend   the  dual  banking  system  to  foreign. banks 

by  granting   them  a  Federal   licensing  or  chartering 
option  under   the  supervision  of  the  agency  which 

regulates   national  banks. 
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Assumption      -      that   foreign  banks   will   have   Lhe   option   to  - 
1.        establish  a 'subsidiary,    no  directors   of  which 


If  Federal   legislation   is   chosen   (which  would 
carry  with   it  Federal   supervision),    then  membership 
of   the  Federal  Reserve  System  would   be  mandatory. 
Federal   licensing  would   not  apply  to  agencies. 


Answer   - 


This   is   acceptable  as    it  would   extend  to   foreign  banks   Hie 
same  choice  which  domestic  banks   have   of  electing  to  operate 
under  either  State  or. Federal  law.      To  take   further   the  concept 
of  non-discrimination,    it  would  also  be  desirable   to   provide 
for   the  ownership  by  foreign  banks   of  Edge  Act   corporations. 


Item  -      2.  Leave   the  States   free   to  charter  foreign 

banking   operations   as   they   presently   do  with 
Fed  membership  purely  voluntary. 

Assumption     -      This    item  confirms    part   of   1  above  about   freed i 
of  choice,    'With  Federal  membership   purely  voluntary 
the  choice  for  subsidiaries   to  join  the  Federal 
Reserve  System  or  not,    as   they  wish,   would  be   presti 


Answer  - 
'         This    is   acceptable. 


At  present,  State  subsidiaries  and  branches  are  subject  to 
State  reserve  obligations,  but  they  voluntai  ly  conform  to  the 
marginal   reserve   requirements   of  regulation  M. 

If   the   proposal   Is   merely   to  formalise   this   voluntary  arrange- 
ment,  this  would  be  acceptable,   although   it    Is   considered   somewhat 
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;r,  the  Fed  Is  to  1 
l<:h  are  more  oncroi 
vould   be   discrlmlr 


:.  If  need  be,    superimpose   a   Foder.il   registration 

.iiid   reporting  roqu  1  rfiraent   over   foreign  banks   to   permit 
the  Federal  government   to  better  monitor   (heir 
activities;    then,   to  the  extent   such  registration   or 
reporting   requirements    indicate   problems   arising, 
legislative  relief  could   then  be  sought,   as   appropriate. 


Answer   - 

Provided   a   proposal   of  this   kind  would  not   be   introduced   In 
a  way  which  discriminated  unfavourably  against   the  foreign  banks 
but   to  monitor  activities   so  that   problems,    if  any,   may  be 
identified,    it   is   an  acceptable   idea.      In   fact,    this   does  not 
differ   in   principle   from  the  suggestion  made   by   the   E.E.C.    Banking 
Federation  to  Congressman  Reuss    (see  attached). 

It  must  be  borne  in  mind  that  it  is  difficult  for  a  bank  to 
operate  efficiently   if   it   feels   that   it  may  be  called   upon  to   make 
dramatic   changes    in   its   activities   and   some   protection  against    this 
would  be  desirable. 


j.  Make  FDIC   insura 

bank  office  which  ace 
appropriate   safeguards   to   protect   the   insui 

3  would  be  optional  not 


Optional   membership  of  FDIC   insurance  by   foreign  bank  branches 
taking   domestic   deposits    is  not   objectionable   if  it  covered   domestic 
deposits   of  a    level  similar   to   those   insured   by   domestic   banks. 
However,    the   acceptability   or   otherwise   of  such  FDIC  cover  to 
the   foreign  banks  would   depend  very  much  on  what   Is    involved   in 
"appropriate   safeguards   to   protect   the   Insurance   fund". 


Forget   about  grandfathering  securities 
affiliates   of   foreign  banka.      Perhaps   red  flag 
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.osolm ion  of  the  CI.ass-SV1vi3.1ll  issue  with  the 
expectation  (that  foreign  securities  affiliates 
might  he  able  to  expand  or  might  have  to  contvat 
their  operations,  depending  upon  what  is  pcrmlss 
to  U.S.  batiks. 


"Red  flag  them  not  to  expand  their  operations"  gives  rise 
to  certain  doubts  as  to  what  exactly  is  meant.   If  the  meaning' 
was  to  impose  on  their  volume  of  security  business  a  kind  of 
ceiling,  this  would  hardly  be  compatible  with  the  nature  and 
efficiency  of  the  operations  concerned.   The  proposal  would  be 
more  workable  if  the  meaning  was  "not  to  expand  their  operations 
up  to  an  extent  which  would  appear  globally  unacceptable  in 
relation  to  the  total  US  security  market". 

If  this  concept  was  accepted  -  together  with  a  prohibition 
of  acquiring  or  establishing  any  additional  security  affiliates  - 
the  general  line  might  be  the  following  one;   the  Federal 
Reserve  Board  would  be  given  the  opportunity  to  provide  foe 
periodic  review  of  the  situation,  before  and  after  the  resolution 
of  the  Glass  Steagall  issue.   If  such  a  review  did  show  that  the 
global  situation  had  changed,  or  that  the  expansion  of  a  particular 
bank  required  special  consideration,  then  the  FED  would  take 
appropriate  measures,  general  or  particular,  with  a  view  to 
avoiding  any  kind  of  upheaval,  and  in  giving  the  bank  or  banks 
:asonable  tine  to  contract  its  or  their  operations. 


Item  -   7.     Forget  about  grandfathering  in  terms  of 

multi-state  operations,  recognize  the  fact  that 
at  the  present  time  at  lease  U.S.  banks  are  not 
at  any  real  competitive  disadvantage  vis-a-vis 
foreign  banks  by  virtue  of  multi-state  operations, 
particularly  when  comparing  apples  to  apples,  and, 
therefore,  let  the  States  continue  to  invite 
foreign  banks  -  If  they  want  to  -  regardless  of 
whether  the  foreign  banks  may  be  doing  business 
elsewhere. 

There  is  precedent  for  this  already,  is 
there  not,  in  terms  of  multi-state  reciprocity  undet 
the  Bank  Holding  Company  Act. 

Assumption   -   that  foreign  banks  would  be  allowed  to 

continue  existing  multi-State  operations,  and 
expand  them  in  accordance  with  State  laws, 
and  to  open  further  branches  and  agencies  in 
other  States  subject  to  State  or  Federal  licence 
according  to  choice. 
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We   feel  that   there  has   been  a  wealth  of  evidence  to   the 
effect   that   foreign  bank   operations    In  more  than  one  State   have 
not  constituted  a  competitive  threat   to  domestic   banks,    but   have 
been  beneficial.      The   proposal   Is   considered   to  be   equitable. 
It   Is   agreed   that   there   Is   a  precedent   under   the   Bank  Holding 
Company  Act   to   the  extent   that   It    Is   open  to  any  State   to 
legislate   to  allow  an   out-of-State  bank  holding  company   to   acquire 
a  bank  In  the  State  concerned. 
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iRACr   fROM  THE  EVIDENCE  PRESENTED   BY  THE   E.E.O.    HANKING  FEDERATION 

TO 
a   SUB-COMMITTEE  ON  FINANCIAL   INSTITUTIONS,    SUPERVISION,   REGULATION 
B   INSURANCE  OF  THE  COMMITTEE  ON   BANKING  CURRENCY  Ah,j  HOUSING  OF  THE 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 
ON  THE 
FINANCIAL  REFORM  BILL  AND  THE  INTERNATIONAL   BANKING   BILL 


If  it   la   thought  necessary,   would   It  not  be   possible   to  provide 
c  periodic   review  of  existing  multi-State   operations  by   the  new 
ieral   Banking  Commission,   or  whatever   the   regulatory  body   is   to  be? 

such  a   suggestion  were  to  be  adopted,    I   should   like   to  make   three 
avisos.      First,    there   should  be   a  presumption   that  an   operation 
aid -continue  unless   a.  review   found  reasons    for  its   cessation;      a 
nk  can  hardly  provide  a  fully  efficient   service   if  it   Is   continually 
lug  required  to  justify  Its   existence.      By   the   same  token,    the 
view  should  not  be   too   frequent   -   certainly  not  more  often   than 
ce  every   five  years,    and  probably  longer  -   because  in   the  nature 

things,    the   structural   situation  would  not  be   likely   to  change  ■ 

1  that  rapidly.      Thirdly,    if  a  review  did  show  that  the  situation 
Eecting  a  particular  bank  had  changed  dramatically  enough  to  require 
consideration  of  its   right   to  bank  outside   its  principal  State, 
an   the  bank  would  have  to  be  given  reasonable   time   to  run  down   its 
■mitments.      Because   the  obligations   it  undertakes  in   the  course 
normal  business   spread  over  a  range  of  years,    It  would  not   seem 
me  to  be  inappropriate  to  think  in  terras  of  a  winding-up  period 
some  five  to  ten  years  from  the  date  at  which  the  need  for  ; 

osure  was  decided. 

When   it  comes   to  the  existing,  securities  operations   of  foreign 
nks   -   and  again  I   am  not  arguing  against   treating  new  entrants   like   ' 
•estic  banks   -   I   think  that   the   same  procedures   for  review  might 
i  suitable.      It   is  part    (though  only  part)   of  the  case  against 
•  axbitrary  and  enforced  divestiture  of   these  operations   that   the      i 
reign  banks'   share  of  the  total  securities  market  in  the  United 
ates   la   so   small  as   to  make   such  an  upheaval   for  the  institutions 
(■selves  quite  unjustifiable.     If  there  exists  a  desire  on  the 
rt  of   a   small   section  of  the  US   securities  market  to  press   a 
■a  for  similar   treatment  of  foreign  banks,    such  a  periodic  review 
I  have  suggested  would  reduce  it. 
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Senator  McInttre.  Are  there  any  further  questions? 

[No  response.] 

Senator  McInttre.  Mr.  Platten,  I  want  to  thank  you  and  your 
associates  for  your  patience  in  waiting  here  this  morning,  and  your 
testimony.  It  was  anticipated  that  you  would  be  right  to  the  point, 
and  you  were. 

So  I  thank  you  all  very,  very  much. 

We  will  now  recess  subject  to  the  call  of  the  Chair. 

[Whereupon,  at  11 :40  a.m.,  the  hearing  was  adjourned.] 
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